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China has been developing the computer industry si~ce the early 80s. It has 
not received a lot of attention in the 80s until 1991 after the Eighth Five Year Plan . 
""11 ' 
(1991-1995) and the National Economic and Social Development Plan for 1991-
2000 were revealed. Computer industry became one of the selected developing 
industries of the nation. 
With the foreseeable potentials of the China computer industry, it will be 
meaningful to analyze the investment en~ronment of the industry in the 90s to 
provide some insights on the opportunities and threats to foreign vendors who are 
interested in the industry. 
The analysis has been based on a pre-investment analysis framework with 
two foci: the macro investment environment and the micro characteristics of the 
China computer market. Data . ~re collected from literature review and in-depth 
interviews. 
An overall assessment on the macro investment environment has been done 
to evaluate the economic eQvironment, legal environment and international 
~ 
regulatory system that affecf the China computer market. Findings show that the 
Chinese government commits to economic reform and open policy. Moreover, with 
the hope to re-enter GATT, a better investment environment is expected. Import 
tax will be lowered, legal structure '~nd protective system will be improved, and 
foreign exc~ange system will be unified. 
Regarding the computer industry itself, it is one of the selected industries of 
the nation; incentives are provided to encourage investment in the industry; and 
It 
professionals are trained to support' the growth. Furthermore, with the fact that 
IV 
China computer market relies heavily on i~ports and the relaxation of the COCOM 
for importing high-tech products to China, conditions are favorable to foreign 
computer vendors. 
From a micr6 point of view, the demand of computer in China will grow at 
double-digit rate in the coming years. High potentials have been found in high-end 
computers, PCs, network systems, open client/server systems, software products, 
training, consultancy and information services. Such potentials mainly come from 
the large projects that China has given priority to like improving the country's 
infra-structure support and traditional enterprises; the growing home-PC market; 
and the export focus strategy of the Chinese government. 
However, some threats that are likely to hinder foreign computer vendors' 
investment include domestic and overseas competition and the various 
uncertainties like political instability, new tax system, inflation, foreign exchange 
risk, and getting good partners in Chitla. Raising of operating cost, poor infra-
structure and lack of supporting industry further hinder foreign investors. Some 
social problems and culture difference also make the market less attractive. 
Despite all the threats, the potentials and opportunities in the China 
computer industry for · foreign ~~vestors cannot be denied. It is a much more fast 
growing market than many other markets in the world. To be successful in this 
highly attractive market, other than doing detailed analysis on the industry and 
market . environment, issues ~ike people relationship, investment preparation, 
organizational management and business practices in China have to be noted. The 
operation of the Chinese system is very different from other parts of the world. 
Foreign computer vendors with foresight and capabilities will find the 90s is . 
the golden time to invest in China'S, computer industry. They will succeed in their 
business a":d, contribute to improve the China computer industry. 
v 
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During 1981-1990, China was growing at an average growth rate of 9% in 
Gross National Product (GNP) in real terms!. The economic growth is mainly a 
result of the Chinese government's policy ' to reform the c'ountry from a planned 
economy to a market-force driven economy. By the fact that continuous economic 
growth of the China market and the declining growth in the western developed 
countries, all the world are turning towards markets in the Asia Pacific region, 
particularly the 'China market for the coming_decade. 
With China's resources and market bases derived from the large population 
and extensive land and natural resources, China is generally considered as a high 
potential market that provides tremendous opportunities in many industries such as 
manufacturing and services industries. Among the various industries, the project 
team selects to study the potential of the China's computer industry for foreign 
computer vendors. 
China has been developing -.the computer industry since the early 80s. The 
objectives have been building a complete domestic computer industry from scratch 
and avoid dependency on the west2. In the early 80s, most foreign computer vendors 
considered investing in China was risky and might not guarantee substantive returns. 
lChina S~tistical Year Book. 1993, State Statistical Bureau of the People's Republic of 
China, p. 28. 
2Saiman Hui -and Hilary B. McKown, "China. Computes", The China Business . Review, . 
. September-October 1?93, p. 14-20. 
2 
Incentives for foreign computer vendors to enter the China market was low. At that 
time, China relied heavily on imports of computer equipments3. 
Realizing the importance of technology for reforming the country, the Chinese 
government improved the investment environment for foreign investors, especially for 
technologically advanced enterprises and export-oriented enterprises. Special 
preferences are provided to foreign computer vendors that belonged to 
technologically advanced enterprises4. . Moreover, the government started to 
negotiate more equitable deals with foreign vendors. Hence more joint-ventures were 
formed since the mid 80s. At the same time, domestic computer manufacturing 
companies were set up, with efforts concentrating on manufacturing personal 
computers (PC) and small scale computer hardware. 
Starting from 1991, China's computer industry basically follows the trends of 
the late 80s. More clearly defined development strategy for computer industry for the 
90s was announced by the Ministry of Ele~tronics Industry5, the official body for 
promoting the computer industry, and also stated in the Eighth Five Year (Eight Five) 
Plan and the 1991-2000 National Economic and Social Development Plan6. The 
goals of the strategy were to make China become a major supplier to domestic and 
world markets of low-ends pes, peripherals and application software while continue 
to rely on imports of high-end products. 
3Saiman Hui and Hilary B. McKown, "China Computes", The China Business Review, 
September-October 1993, p. 14-20. 
c' 
4 A.T. Keamey and the International Trade Research Institute of the People's Republic of 
China, "Provision of the State Council for the Encouragement of Foreign Investment, October 1986", 
Manufacturing Equity Joint Ventures in China - A Progress Report 'and Experience Guide, 1987, p .. 
100-102. 
5Ministry .of Machine-building and Electronics Industry Year Book 1992, Electronics 
Industry Published, 1992, Section I, p. 19-23, Section III, p. 38-53. 
~National Economic and Social Development Plan, '1991 - 2000 and the Eighth Five Year 
Plan, 1991 - 1995, for China, Renmen Publication, Sinhua Bookstore, January 1991, First edition, 
, p. 21. 
3 
There are many favorable factors for investing in China, but risks are always 
there. A better l:lnderstanding of the existing investment environment is considered 
essential for foreign investors before entering the market. In this study, we will do 
some ground work for foreign computer vendors, enabling them to ·have a general 






The _objective of the study is to analyze the investment environment of the 
computer ind'Ustry in China for the 90s and provide some insights on the opportunities 
and threats to foreign computer vendors. In particular, the project team targets at 
foreign computer vendors who are multinational computer companies and have been 
providing computer hardware, software and/or services to the international market. 
They mayor may not have presence in China, but are interested to have a share in the 
China market. 
This study aims at providing an overall assessment on the major issues that a 
foreign investor should note before investing in China. Apart from recommending on 
the opportunities for foreign vendors, the project team will make recommendations on 
strategies that are specially useful for surviving in the China market. 
It is not the intention of the ' project team to conduct a feasibility study for a 
. particular company. Foreign computer vendors may base on the study results and 
their own competitive strengths to identify a potential market and then formulate long 






To achieve the objective as stated in Chapter 11, a :pre-investment study on the 
computer industry in China for the 90s is conducted. Deriving from a preinvestment 
analysis framework suggested in a study conducted jointly by A. T. Kearney Inc. and 
the International Trade Research Institute of the People's Republic of China 1 and the 
market analysis framework suggested by Dr. C. F. Steilen in the 1\1BA course on 
Marketing Management in September 1992, an analysis framework for this study is 
formulated. The framework is constructed on two foci, the China's investment 
environment and the characteristics of China computer market. 
From a macro point of view, the investment environment covers three areas, 
namely the economic environment since economic reform, the legat environment and 
the international regulatory system. From a micro point of view, the . market 
characteristics of the computer industry cover five areas, namely market size, product 
trends, consumer profile, company profile and competitor profile. 
By analyzing findings on the above areas, the project team identifies the 
opportunities and threats that foreign computer vendors will face when . competing in 
the China computer market. 
lA.T. Ke~ey and the International Trade Research Institute of the People's Republic of . 
China, Manufactu~ng Equity Joint Ventures in China - A Progress Report and Experience Guide, 
1987, p. 39. 
6 
Market Definition 
In this study, the computer industry is defined t'o include manufacturers and 
suppliers of large scale, systems, mid-range systems, personal computers, 
workstations, system software, application software, development tools, peripherals, 
data communication, services, and maintenance. Basically, the market can be 
categorized into three major segments, namely hardware, software and services. 
Hardware market includes all computer systems, from PC to large scale systems, 
peripherals and data communication. Software market includes system software, 
application software, and development tools. Services market includes all kind of 
services and maintenance. Discussions in this paper will base on the broad 
classification of the computer industry instead of the micro definition. 
Data Collection Method 
China is a very special market, unlike those western countries where a lot of 
reliable secondary data are available. It is hard to rely on purely secondary data and 
hence primary data are important. Primary data can be collected by using self-
administered questionnaire or personal interviews. The first approach is not adopted 
because the attempt to conduct larg~ scale surveys in China is not feasible or requires 
special administrative procedures. Moreover, surveys with self-administered 
questionnaire is not an appropriate means for collecting the required data which are 
mainly qualitative in nature such as the sharing of experience of existing investors. 
Also, it is difficult to obtain reliable data as most people in China are not willing to 
provide their vi~ws in written form in general. 
Hence, it is decided that data to be collected are from two sources, literature 
review and in-depth interviews. 
7 
For literature review, reference books~ journals, periodicals, information via 
data network, newspaper cuttings and government statistics were studied for 
understanding the past and present development of the economy and computer 
industry. In particular, computer journals and periodicals published in China were 
studied as well. 
To collect more, up-to-date information and to project for the future, opinions 
from related parties are considered essential. Personal in-depth interviews with three 
types of rela~ed personnel were conducted. They are computer vendors currently 
investing in the China market, government officials and consumers of computer 
products in China. To collect more reliable data in China, it may only be possible by 
interviewing people with personal connection. Hence, in selecting respondents, the 
project team arranged the interviews by means of personal connection. To increase 
the sample size so as to increase reliability of the results, we also conducted some 
cold calls during our trip in Beijing, China in December 1993. A list of questions for 
the interviews is shown in Appendix I. 
Respondents Profile 
Mostly basing on personal connection and some on cold calls, a total of 19 
personal interviews were conducted during a trip to Beijing, China during 18 - 28 
December 1993 to collect the required data. ' As the project team aims at 
understanding the opportunities and threats for foreign computer vendors in China, in 
arranging the interviews, we focus on interviewing computer vendors who currently 
have operation in China. Among the 19 respondents, 10 are foreign computer 
vendors and 4 are local vendors. . It is interesting to note that · although the Beijing 
Legend Computer Group Corporation is a joint venture of China and Hong Kong, it 
is classified as local vendor in China. F or the remaining respondents, one respondent 
is a government official, and four are computer users in the market. 
Among the, 10 foreign computer vendors, eight of them are operating in the 
8 
form of representative offices. mM is some\yhat different as it is operating in two 
forms, one as representative office and one as foreign registered company. Hewlett-
Packard is the only joint venture among these 10 foreign vendors. 
Moreover, in arranging the interviews, we tried to obtain a balance between 
hardware & system suppliers and software developers. Among these 10 foreign 
computer vendors, we have 4 . software developers and 6 hardware and system 
developers. 
Amo~g the local vendors, the China Electronics Corporation is a subsidiary 
under the Mirustry of Electronics Industry. It is a common phenomenon in China to 
set up company subsidiary to government department. Hence, in addition to its role 
as a local vendor, the China Electronics Corporation also represents the government 
to promote the industry according to the government policy. Information on the 
government policy was then collected-in the interview. 
Regarding computer-users, the project team has successfully interviewed the 
Deputy Manager of the Computer Department of the Bank of China, the Head of 
Computer Equipment Division of a government department, a representative from a 
state-owned enterprise and a representative from an educational institution. We aim 
at interviewing users from different types of local organizations. 




With _ the objective of the project is to provide a broad view of the China 
computer ind~'stry, the project team explores the macro investment environment and 
the micro market characteristics of the industry. In this chapter, we focus on the 
China's investment environment. The economic status, legal system, and international 
regulatory system are covered, and special focus will be on their impacts on the 
computer industry. Findirigs on the characteristics of the computer industry will be 
discussed in Chapter V. 
Economic Environment 
To begin with, we review the·China's economic status since the market reform 
program was launched in late 1970s. 
Economic Reform in China 
.7 
Following the decision of the December 1978 Third Plenary Session of the 
Eleventh Party Congress to launch the economic reform program by replacing the 
planned econo~y with a marke~ force driven system, China started her open· policy 
10 
and searched for western technology and equipment to accelerate its econOffilC 
development!. The economic reform has brought both excitement in terms of 
economic growth and headaches in terms of overheated economy in the China 
community. 
Economic Growth 
China's economic strength has significantly. enhanced due to the economic 
reforin programs started in 1979. During the Seventh Five-Year-Plan, "Seven Five", 
period for 1986-1990, the economic growth was at an annual rise of 7.8% in GNP2. 
It continues to grow at the rate of 8.2%, 13.0% and 13.4% in 1991 and 19923 
respectively. In 1993, GNP reached the level of over Renminbi (RMB) 3,000 billion, 
representing a 13.4% annual growth4. 
According to National Economic and Social Development Plan, the average 
-' 
annual GNP growth for the 1991-2000 was 6%5. The projected growth for 1991-
1995 was further adjusted up to 8-9% as stated in the . government's work report 
announced by the Premier of the State Council, Mr. Li Peng on the Eighth National 
Peoples' Congress held in March 19936. 
1 Vern Terpstra, "The Chinese as International Marketers", Management and Industry in 
China, Preager Publishers, 1987, ' p.114. ' . 
2"China's 7th Five-Year-Plan - What Has Been Achieved", CTC III/91, p. 4. 
) 
3China Statistical Year Book, 1993, State Statistical Bureau of the People's Republic of 
China, p. 28. 
4Ming Pao, 1 March 1994, Hong Kong. 
5National Economic and S~cial Development Plan, 1991 -,2000 and the Eighth Five Year 
Plan, 1991 - 1995,. for China, Renmen Publication, SinhuaBookstore, January 1991, First edition, 
p.3. ' . 
6David Bachman, "China Hails the Socialist Market EcoQomy", The China Business 
Review, July-August 1993, p. 38. 
11 
Increasing Purchasing Power 
In 1993, the average income of citizens in urban areas was RMB 2,337, a ·real 
growth of 10.2% over 1992 after discounting for the increasing price leveF. The per 
capital consumption for the non-agricultural residents was RMB 1,983 in 1992, 
10.6% increase in real term as compared with the preceding year8. It implies an 
improving living standard and greater purchasing power for the local Chinese. 
Inflationary Pressure 
As a measure of the inflation, the retail price index recorded a high level of 
18.5% annual growth in 1988 and 17.8% in 1989. The government has initiated 
some measures to cool down the overheated economy and brought the inflation rate 
to 2.1 % in 1990, 2.9% in 1991 and 5.4% in 19929. The inflationary pressure was 
more significant in urban areas. The corresponding inflation rate in 1990, 1991 and 
1992 were 0.2%, 4.5% and 7.7% respectively. According to recent information, 
inflation rate in 35 large and medium sized cities was as high as 19.7% in 1993 10. 
The government has announced to control price level as far as possible. However, 
inflationary pressure is still strong. 
7Ming Pao, 1 March 1994, Hong Kong. 
8China Statistical Year Book. 1993, State Statistical Bureau of the People's Republic of 
China, p. 246. 
9China Statistical Year Book. 1993, State Statistical Bureau of the People's Republic of 
China, p. 20 l. . 
10Ming Pao, 25 February 1994, Hong Kong. 
12 
Bottleneck Industries 
Following some years of econonnc expansIon, it is found that further 
economic growth hindered by the insufficient provision of infrastructure and basic 
facilities in China. The related industries are considered as bottleneck industries. 
Moreover, the provision of these basic facilities are below international standard and 
cannot meet the market demand. It is estimated that the transport facilities and 
railway transport volume can only meet 60% of the demand 11. The bottleneck 
industries include the electricity and fuel, transportation, telecommunication, and 
others. 
Foreign Exchange Issues 
Sufficiency of Foreign Exchange in Circulation 
RMB is an inconvertible currency, which means that RMB earned through 
domestic sales is not readily converted into foreign currency. Owing to the 
insufficiency of foreign exchange circulation, foreign invested enterprises were 
sometimes find it difficult to meet the government's regulation to balance the foreign 
currency revenues with the foreign currency expenditure. 
The US-China Business Council conducted a survey in 1993 among foreign 
invested enterprises in · China and found that the foreign exchange adjustment center -
the swap center, was the major source for nearly three-quarters of the respondents to 
obtain foreign currency. However, it was also found that solely relied on the swap 
" 
center was risky as it could not provide sufficient foreign currencyl2. 
11"ls There a Way to Cope with Inflation?" Economic Report No. 7, 1993, p. 6-7. 
12John F~sbi~ and Richard Brecher, "A Though Balancing Act", The China Business 
Review, November- December 1993, p. 9-10. . 
13 
,Devaluation ofRMB 
Before 1 January 1993, China adopted a single currency, multiple exchange 
rate system, that is the official rate, the swap rate, and the black market rate. On 1 
June 1993, government released the control on the swap rate of RMB. The free 
floating swap rate was then dropped from US$l to RMB8.14 down to 'RMB 10.17 
at the same day, while the official rate was maintained at US$1 to RMB 5.7413 . 
Since 1 January 1994, the government announced to collect all foreign 
exchange currency (FEC) which was sold at the official rate and merged the official 
and swap rate to become a single official rate. The level was then kept at about US$ 
1 to RMB 8.6-8.7 afterwards14. The setting up of a single exchange rate system is a 
great step to make RMB an international currency. 
The Macro-Economic Control Program 
Despite the strong economic growth,-problems such as excessive and drastic 
fixed asset investment, excessive issue of credit banknotes, growing inflation 
particularly in large and medium-sized cities and drop of RMB emerge subsequently. 
Starting from July 1993, the Chinese government decided to strengthen macro-
control for deepening reforms and structural readjustment. The control covered the 
reforming of the banking and financial order, putting a limit on issuance of bank notes 
and scale of credits and loans, raising the interest rates of bank saving deposits, 
strengthening the management of securities and real esta~e markets, and strengthening 
the collection of taxes and taxation administration 15. 
13Phoehus Lim, "A free Fall for Re~minbi ?", CTC VI/93, p. 4-5. 
14Foo Choy Peng, "False Yuan Stability - a Threat to Economy", South China Morning 
Post, Hong Kong, 1 April, 1994. 
15Feng Bing, "Conscientiously Dealing with Economic Problems to Achieve Stable 
Progress - On the ~resent Economic Situation in China", Economic Reporter, No. 7, 1993, p: 4-5. 
14 
After the first few months of launching the measures, some positive effects 
such as the rebound of RMB, prices of a number of raw materials have gone down 
considerably, and so on were observed. The control program can be considered as a 
readjustment of the growing economy to divert investment properly in developing 
more important industries. 
National Priority for Selected Industries 
Although the Chinese government promotes the market driven economy, 
central control in terms of development direction and priorities of developing selected 
industries is still very important. By studying the national priority on selected 
industries, we can identify the potentials of the computer industry in China. 
High Technology Industries 
The fundamental propelling force for the development of computer industry in 
China was originated from the Chinese government's vision in developing the high-
technology industries ever since the early 1980s. The "Eight Five" plan for 1991-
1995 and the National Economic and Social Development Plan for 1991-2000, 
provided fundamental incentives for developing the computer industry in China. In 
the "Eight Five" plan, the government stressed the importance of developing 
advanced technology and computer 'industries. F or instance, focus would be on the 
drvelopment of large scale integrated circuits, computers and increasing effort· would 
be exert on developing micro-electronic industries, computers and softwares16. Being 
16National Economic and Social Development·Plan, 1991- 2000 and the Eighth Five Year 
Plan, 1991 - 1995, for China, Renmen Publication, Siopua Bookstore, January 1991, First edition, 
p.21. -
15 
one of the selected developing industries, ,much efforts such as research and 
development, training of labors of required skills, improvement in the laws and 
regulations, could be done by the government sector. Moreover, the direction of 
, developing the domestic computer industry were well defined by the government. 
Strategy on Computer Industry 
In the past, the computer industry was not In a strategic position. The 
iridustrial investment was inadequate. Given that computer industry . is one of the 
, ": ~~ . 
focus industry for the .90s, strategy for developing the industry is planned and 
implemented by the Ministry of Electronics Industry. The guiding policy and 
objectives of developing the industry in the 90s are clearly stated in the Ministry Year 
Bookl7 . 
Traditional and Infrastructure Industries 
Demand for computer products and services are created as the guiding policy 
indicated that existing and traditional enterprises should apply high technology to 
improve their productivity and to reform. Moreover, the development of bottleneck 
industries further creates demand " for computer to support industries such as 
telecommunication, transportation and scientific research. 
One of the key development projects for the 90s is the "Three Gold Project". 
With the booming economy, fast ~ccess of information is critical to the business 
success. The "Three Gold (Gold Bridge, Gold Card and Gold Custom) Project" is 
) 
initiated by the Ministry of Electronics Industry in 1993. The project aims at setting 
up national wide transportation and communication . computer network (Gold 
17Ministry of Machine-building and Electronics Industry Year Book 1992, Electronic 
Industry Published~ 1992, Section I, p. 19-23, Section Ill, p. 38-53. -
16 
Bridge), computerized financial operation by promoting electronic money (Gold 
Card) and economic and foreign trade information network by adopting electronic _ 
data interchange system (Gold Custom). Tremendous computer support is required. 
Government Strategies for Attracting Foreign Investment Company 
Foreign investors could not hav.e any chances to enter the China market if 
China continued its closed economy system. It is worthwhile to study what strategies 
~ ., ~, 
the Chinese government has adopted in opening her economy and to attract foreign 
investment to help her growth. 
The Policy 
The economy reform was enforced by the open policy to absorb foreign 
investments in terms of capital, expertise and technology. The importance of the 
open policy was further stressed in the "Eight Five" plan. The plan called for 
increases in economic cooperation and exchange, economic and trade relationship, 
foreign investment, advanced technology and foreign experts imports18. The 
importance was also re-affirmed on various occasion by senior government officials in 
both formal and informal occasions19. 
Joint Venture Laws 
The law of the People's Republic of China on Joint Ventures was adopted on 
18National Economic and Social Development Plan, 1991 - 2000 and the Eighth Five Year 
Plan, 1991 - 1995,· for China, Renmen Publication, Sinhua Bookstore,January 1991, First edition, 
p.6-7. 
19David Bachman, "China Hails the Socialis~ Market Economy", The China Business 
Review, July-August 1993, p. 42. -
17 
July 1, 1979 at the · Fifth National People's Congress20. It was the first law 
promulgated aiming at attracting foreign investments by offering attractive tax 
exemption and other benefits. By setting up joint ventures, China expands ' her 
international economic cooperation and technological exchange. 
Encouragement of Foreign Investment in Selected Industries 
Special preferences have been offered to the export-oriented enterprises, and 
the technological advance technology. The main incentives cover tax incentives, 
priority in obtaining water, electricity, and transportation services and priority in 
receiving loans21 
Special Economic Zones 
Four Special Economic Zones (SEZs) were developed along the coastal areas 
in 1979. Foreign investments are attracted by the preferential tax systems and other 
forms of investment incentives and established foreign and local joint ventures. The 
SEZs also serve the purpose to experiment with "limited and controlled" capitalist 
ideas. Following their success, 14 coastal cities and Hainan Island (1984), three open 
economic zones (1985) and some inland cities are also designated as investment areas 
that offer incentives for foreign investors, e.g. Beijing, Shenyang22 . 
20 A. T. Keamey and the International Trade Research Institute of the People's Republic of 
China, "Joint Venture Law of July 8, -1979", Manufacturing Equity Joint Ventures in China - A 
Progress Report and Experience Guide, 1987, p. 98-99. 
21 A.T. Keamey and the International Trade Research Institute of the People's Republic of 
China, "Provision of the State Council for the Encouragement of Foreign Investment, October 
1986", Manufacturing Equity Joint Ventures' in China - A Progress Report and Experience Guide, 
1987, p. 100-102. . . ' . 
22A.T. Keamey and the International Trade Research Institute of the People's Republic of 
China, Manufacturing Equity Joint Ventures in China - A Progress Report and Experience Guide, 




The "Eight Five" plan also stated that, the Gove~ent would improve the. 
investment environment by setting up and developing new special economic zones 
and economic open zone23 . 
The "Free Trade Zone" 
A new feature in China's open policy in the 1990s is the development of 
bonded zones in some coastal cities. The bonded zones follow the "free trade zone" 
concept in other parts of the world. That is foreign companies are allowed to set up 
trading operations to carry out entrepot trade, handle import of raw materials and 
parts for export-oriented foreign funded enterprises in the zones. Businesses in the 
zone will exempt from customs duties for import and export. Bonded warehouses 
and factories are set up for export processing business. Foreign investors are also 
allowed to develop large tracts of land in the zone. At present the Chinese 
government has approved the establishment of five bonded zones, and development is 
in progress24. 
Tax Incentives for Foreign Investors 
As a key strategy for attracting foreign investors, the Chinese government set 
up attractive tax system for foreign investors as delineated in the Joint Venture Law. 
Moreover, being one of the technologically advanced enterprises, special preferences 
were granted to foreign computer vendors if they are engaged in developing new 
products and upgrading and replacing products in order to increase foreign exchange 
generated by export or for import substitution. The tax incentives include exemption 
23National Economic and Social Development Plan, 1991 - 2000 and the Eighth Five Year 
Plan, 1991 '- 1995, for China, Renmen Publication, Sinhua Bookstore, January 1991, First edition, 
p.4,51. . 
24Steven ~OW, "China's Economic Reforms - an Updated Report", CTC XIII92, p. ,18. 
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from income tax for profits remit abroad profits, and extension of payment of 
enterprise income tax at a reduce rate2S . 
Despite these basic tax incentives for foreign investors, one of the government 
. officials told us in an interview that incentives for foreign investors would likely be 
decreased as the world commonly recognized that China was a very big potential 
market. -
His· argument was verified by the new tax system launched since January 1 
1994. Amons the changes, the implementation of the value added tax (VAT) is one 
of the most concerns. The VAT applies on the value of products at the stages of 
importation, wholesale and retail sales. It replaces the consolidated industrial and 
commercial tax (CICT). The impact on foreign investors is that some related 
incentives that are granted to foreign invested enterprises will be gone, who have 
been exempted from CICT will be liable for VAT. Moreover, for some joint ventures 
that involved partner contribution in kind, the . government would assess a deemed 
value on the free input and local partner need to pay for it26. 
Regarding the import duties for computer products, import tax for computer 
products will drop from an average of 41 % to 25%. Preferential rates are offered to 
companies that have established joint venture in China and those recipients of China's 
Most Favorite Nation (MFN) status. Moreover, it is expected that the tariff level . on 
computer products will further move down to an average of 15% to meet the General 
Agreement on Tariff and Trade (GATT) entry requirement27 . 
. 25 A.T. Kearney and the International Trade Research Institute of the People's Republic of 
China, "Provision of the State Council for the Encouragement of Foreign Investment, October ' 
1986", Manufacturing Equity Joint Ventures in China - A Progress Report and Experience Guide, 
1987, p. 100-102. 
26"Taxing Matters", Business China, December 27, 1993, p. 1-3. 
27"Revised Computer Import Duties Published", Hong Kong Computenvorld, August 12, 
1993, p. 17. 
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Legal Environment 
Structuring the Legal System 
A legal structure is extremely important in providing foreign investors with 
high degree of predictability and certainty in doing business in China. Some 
respondents in our interviews commented that the legal protection structure in Chit:ta 
was incomplete. The Government also realizes that in order to be internationalized, 
a reliable and well-structure legal system must exist. The "Eight Five" plan stated 
that the government would continue · to reinforce the implementation of those 
promulgated laws, regulation and policy on industries, and to build up a healthy 
contract system. Moreover, a comprehensive economic legal system including 
planning law, budget law, banking law, inve~tment law, company law, pricing law, 
market law, labor law, wage law and auditing law will be developed28. 
In particular, to help developing the technology market, the State Science and 
Technology Commission has promulgated the Law of Technology Contracts. Rules 
for enforcing the law and procedures. for contract confirmation and registration were 
designed29. The Company Law ( draft) of the People Rep4blic of China came out in 
1992 that provided guidelines of·various aspects of company set up, capitalization, 
transfer and trading of shares, a~counting and financial management, foreign 
subsidiaries, legal responsibility and so on30. In 1993, the State Council has 
28National Economic and Social Development Plan, 1991 - 2000 and the Eighth Five Year 
Plan, 1991 - 1995, for China, Renmen Publication, Sinhua Bookstore, January 1991, First edition, 
p.38-48. ' 
29Wei Liming, "Technology Market: A Boon to Market Economy", Beijing Review, June 
14-20, 1993, p. 12-14. 
30Steven Low, "A NewPRC Company Law", CTC VIl93, .p.18-21. ' 
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promulgated 67 laws and regulation31 . Am<;>ng them, over half are related to 
economic activities, such as Patent Law, Contract Law, Company Law. 
Protection of Computer Software 
The Regulation for the Protection of Computer Software came into effect 
since October 1, 1991. The protection of software was under the Copyright law, 
which implied -t,~.at the protection focus only on expression of work. No protection of 
the ideas and concepts involved were covered. 
Since piracy has cost the American firms someUS$ 400 million in revenue 
lost annually, and three quarters may come from software alone, the American firms 
demand for a fair and effective protection for the China market. Discontentment on 
areas was raised after the law was promulgated. The areas covered protection for 
foreign unpublished work, mandatory registration before obtaining copyright, and 
some other loopholes32. 
With the threat of implementing the US Section 301 market assess 
investigation, a Memorandum of Understanding (MOU) was signed on 12 January 
1992 between China and US government. In the MOU, the Chinese government 
indicated her willingness to abide by the international copyright standards. China also 
promised to join' the Berne Copyright Convention and would enact new laws and 
regulations to expand the scope of protection for American intellectual property. The 
improvements to the previous regulation such as extension of copyright protection for 
,] 
the first time to foreign owners of software, eventually canceled the mandatory 
31Ming Pao, 7 February 1994, Hong Kong. 
32Phoehus, Lim, "Computer Software Protection in China", CTC XIII91, p.4-26. 
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registration requirements to foreign software vendors were expected33 . In fact, our 
interview findings also showed that foreign computer vendors generally considered 
the copyright law very important to the software industry. It has encouraged foreign 
software companies to become more aggressive in China. 
International Regulatory System 
COCOM and US Export Controls 
In terms of technology advancement, China's integrated circuit production 
capacity is extremely low. To produce high-end computers, it relied on imported 
chips. However, the development of domestic computer industry was hindered 
previously, mainly because the Committee for Multilateral Export Controls 
(COCOM) prohibited China from gaining _ the technology for producing more 
complex chips. In addition, the US export control on computers and supercomputers 
was also an obstacle for China to get the required hardware or components for 
technology development. It also greatly affected the US firms' development in China. 
Fortunately, attracting by China's great effort in promoting its market-oriented 
reform and its huge potential market for the western econo~es, both restrictions 
have certain breakthrough. Firstly, aiming at controlling strategic high-tech exports 
to reflect today's political enviro~ent, members of COCOM are looking to 
reconstitute their organization by April 1994. Restrictions to the former Soviet bloc 
ana China will be dropped34. From the interview findings, almost 50% of the 
33Joseph T.' Simone, Jr., "Improving Protection of Intellectual Property", The China 
Business'ReView, March-April, 1992, p. 9-11. 
34"Export Wall Begins to Crumble", Hong Kong Computerworld, December 16, 1993, p. 
10. 
23 
vendors have already accepted this expectation.; Secondly; in October 1993, the US 
government decided to relax the export ·control. It allows the US companies to 
expand the list of computer equipment which can be sold without obtaining an export 
license35. After the relaxation, both the sales of foreign computer products in China 
and cooperation endeavors between China and foreign vendors are expected to 
increase, which favors fo.reign vendors. 
General Agreement of Tariff and Trade . (GATT) 
, . ~ . 
GATT is an organization committed to tearing down trade barriers and tariffs 
around the world. The multilateral agreement governing all bilateral trades based on 
the market economy concept. By entering GATT, China can explore new bilateral 
trade relationship with others, enjoy preferential treatments for its exports and 
enhancing its negotiation power in bilateral trade talks. Hence it is a strategy 
compelling China to more quickly complete the transition from a planned economic 
system to a market system. Hence, after entering the World Bank, International 
Monetary Fund, China has submitted a formal application to GATT in 1986. The 
application is already at the last stages of negotiation and the result is critical for 
setting up the competitive environment and trading policy for China in the 90s. 
Summary 
From the macro overview, it is found that investment incentives for foreign 
computer vendors in terms of economic structure and growth are improving. The 
35"Detail~ .Emerge on Revision of US Controls", Hong Kong Computerworld, December 2, 
1993, p. 16-17. 
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opening of the China economy to the world market further enables foreign investors 
to have a share in the China market. In the next chapter, we will understand from a 




CHARACTERISTICS OF THE CHINA COMPUTER MARKET 
In this chapter, we will discuss t~e characteristics of the computer market in 
China in terms of its market size, product trends, consumer characteristics, vendors' 
success factors~' " and the market competition. In the analysis, the market is basically 
categorised into three major segments, namely the hardware, software and services 
markets. The detailed market definition adopted in this study has been discussed in 
Chapter Ill. 
Market size 
The World Market 
Before looking at the China market, let us have an overview of the world 
market. In terms of sales value, the glohal computer market· is US$33 8 billion in 19921. 
The software market for 1988, 1990 and 1991 are respectively US$55 billion, US$100 
billion, US$120 billion, and the projected software market size for 2000 is US$500 
billion2. The market share of software in the global computer market varies country by 
co~ntry. In the US, software market accounts for 60% of-the computer market; while 
lMichael Cave, "Computer Giants Clash On Asian Soil - The Quest For Profits Comes To 
The Region",' Window, January 14, 1994. 
2"Ideas Of Speeding Up Our Country's Software Industry Development", China Computer 
World, December 22, 1993, p. 99. 
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the software market share in western Europe, Japan and the rest of the world are 20%, 
12% and 8% respectively3. 
F or computer systems, the estimated world wide market share in 1992 and the 
preliminary 1993 factory revenue and market share by product market segments 
(Millions of US dollars) are shown in Table 1 below4 : 
Table 1 
Revenue and Market Share by Product Segments, 1992 & 1993 (in million US$) 
1992 1993 
Segment Revenue Market 'Revenue Market Growth 
Share Share (%) 
(0/0) (0/0) 
Super-computer 2,062.1 1.8 2,198.3 1.8 -
Mainframe 23,376.4 20.6 21,151.1 17.5 -9.5 
-
Midrange 21,809.8 19.2 21,000.5 17.4 -3.7 
W orkstation 9,327.9 8.2 10,127.5 8.4 +8.6 
PCs 57,045.2 50.2 66,265.0 54.9 +16.2 
Total 113,621.4 100.0 120,742.4 100.0 +6.26 
Source: Dataquest (January, 1994) 
Supply in C.hina Computer Market 
In Chapter IV, we learn that the China computer market open to foreign 
suppliers only started in the early 80s. Though the short history, the supply from 
3 "Ideas Of., Speeding Up Our Country's Software Industry Development", China . Computer 
World, December 22, 1993, p. 99. 
4"Computer Systems Market up by $7.1 Billion in 1993", Business Wire via First! by . 
INDIVIDUAL, Inc., January 5, 1994, index 5. 
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import clearly exceeds domestic supply. In this section, we Will discuss what the supply 
condition in China is. 
Domestic Supply 
From 1986 to 1990, when China was in the "Seven Five" period, joint ventures 
were formed and domestic computer manufacturing companies were set up. To 
. develop the high technology industries, China's State Science and Technology 
Commission lau_~ched the ongoing "Torch Program" to accelerate the industrialisation 
and commercialisation of new technologies, including computers, in 1988. Scientists 
and researchers were encouraged to develop products which were deemed 
commercially viable by the State's funding. Products would be sold on open market 
rather than to government enterprises at cheap prices5. 
During this period, Ch!na had domestic manufacturing in PCs, mini-computers, 
education systems, and military use PCs. In 1991, the domestic production was RMB 
6.18 billion, producing 99,654 units ofPCs, 557 units of mini-computers, and 490,960 
units of peripherals. Besides . domestic consumption, US$230 million was exported 
during the year. For this production size (i.e. RMB 6.18 billion), it only accounted for 
0.3% of the global market or 0.23% of China's GNP6. 
The major economic indicators of the China computer industry and their 
growth in 1991 are shown in Table 2 below7. 
5Saiman Hui and Hilary B. McKown, "China Computes", The China Business Review~ 
September-October 1993, p. 15. 
6Ministry of Machine-buildinR and Electronics Industry Year Book 1992, Electronic Industry 
Published, 1992, Section I, p. 20. ' 
7Ministry of Machine-building and Electronics Industry Year Book 1992, Electronic Industry 
Published, 1992, Section Ill, p. 40. 
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Table 2 
Major Economic Indicators of the China Computer Industry, 1991 
Economic Indicator Unit Value Growth vs 
1990(%) 
Industry total output MillionRMB 6,182.91 73.92 
Gross output MillionRMB 1,397.71 24.26 
Sales Revenue MillionRMB 5,515.26 38.29 
~ 
Sales Tax Income MillionRMB 187.45 53.94 
Total Profit MillionRMB 165.04 20.32 
Number of Staff Headcount 99,466 4.8 
Source:' Ministry of Machine Building & Electronics Industry 1992 Year Book 
The major products produced in 1991 and their growth are shown in Table 3 
8Ministry of Machine-building and Electronics Industry Year Book 1992, Electronic Industry 
Published, 1992, Section Ill, p. 40. 
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'Table 3 
Major Computer Products Produced in China, 1991 
Name of Product Production Growth vs 
Volume 1990 (%) 
Minicomputer 557 22.2 
Simulation ' Computer 5 -77.3 
Personal Computer ' 99,654 26.3 
-
Single Board Cpmputer 48,794 90.1 
Peripherals: 490,960 52.3 
Disc Drive 148,195 67.6 
Tape Drive 330 392.5 
Monitor 253,966 56.1 
Printers -' 87,546 24.3 
Plotter 17 -34.6 
Input/Output Device 636 33.3 
Electronic calculator (billion units) 8.84 -64.8 
Source: Ministry o/Machine Building & Electronics Industry 1992 Year Book 
Regarding the domestic supply of software and service support, the top 10 
domestic software providers and . their software and service revenue (in Million RMB) 
in 1991 are shown in Table 49. 
9Ministry of Machine-building and Electronics Industry Year Book 1992, Electronic Industry 
Published, ,1992, Section Ill, p. 47. 
Table 4 ' 
Revenue of the Top 10 Domestic Software Companies in China, 1991 
(in million RMB) 
No. Name of Enterprise Revenue 
1 'Beijing Stone Group 1,877.61 
2 China National Computer Software 554.77 
& Technology Service Co. 
" 
3 Beijing Iinghai Group 246.83 
4 Beijing Kehai Group 231.65 
5 Beijing University New Technology 205.67 
Co. 
6 Beijing Zhongzi Technology Co. 71.38 
7 Beijing Xiwang Computer Co. 66.00 
8 Heilongjiang County Computer 43.12 
Technology Service Co. 
9 Beijing Haidian Xinghe Electronic 32.00 
Alliance 
10 Beijing Keli High Technology co . . 28.36 
Source: Ministry o/Machine-building & Electronics Industry 1992 Year Book 
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The latest information shows that in 1993, the total domestic computer 
industry output was RMB 20 billion, a 50 percent increase from 1992, sales revenue 
slot up by 30 percent and exports increased by 20 percentlO . The exports of 1993 was 
, . 
US$1.09 billion and it was the first time in 30 years that China's computer industry 
10"Strong Demand For Computers To Continue", Hong Kong Computerworld, February 24, 
1994, p. 67. 
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recorded a small trade surplus (US$40 million)ll : 
Imports 
Although there wer~ some breakthroughs during the "Seven Five" period in 
terms of domestic supply, the volume of production was still far away from the market 
demand. -Together with the backward technology, heavy imports from foreign 
companies had been necessary. Table 5 shows the China's computer imports value (in 
US$ million) i~ 1991 and 199212. 
Table 5 
China's Computer Imports, 1991 & 1992 (in million US$) 
1991 1992 
Product Import Share Import Share Growt 
(0/0) (%) h (0/0) 
Parts & Peripherals .~ 402 45 428 42 +6.5 
PCs 199 23 290 28 +45.7 
Multi-user systems 211 22 186 18 -11.8 
W orkstations 90 10 115 12 +27.8 
Total 902 100.0 1,019 100.0 +13.0 
Source: International Data Corporation (lDC) (Sep. - Oct. 1993) 
From latest source, In 1993, imports grew steadilyl3; and it accounted to 
US$1.05 billion 14. 
II"Will Unix Take Off In China In 19941", Hong Kong Computerworld, February 24, 1994, 
p.66-67. 
12Saiman Hui and Hilary B. McKowo, "China Computes", The China Business Review, 
September-October 1~93, p. 15. 
13"Strong Demand For Computers .To Continue", Hong Kong Computerworld, February 24, 
1994,p.67. ' 
14"Will Unix Take Off In China In 19941", Hong Kong Computerworld, February 24, 1994, 
p. 66-67. 
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The import from the US comparues accounted for about 70% of China's 
computer market in terms of shipment15 . For the software market, there are no 
published figures on the volume of import. However, China has been weak in software 
development. China's softw~re engineering capability can only develop low-end 
application software but not sophisticated high-end application software, system 
software nor development tools. . For large enterprises, the application software is 
mainly home-grown, while small enterprises or individuals, pirated software copies are . 
used in general16. 
In the 1992 Yearbook of Ministry of Machine Building and Electronics 
Industry, the ministry admitted the problem of the industry as being backward. From 
mini-computers to mainframe, from system software to supporting software, China are 
relying on imports17. 
Market Demand 
According to the survey result done by International Data Corporation (IDC) 
China, it is projected that the growth rate of the China computer market is much faster 
than the global market. For every system size (i.e. from microcomputer to large scale 
computers), the volume annual growth rate is of double digit. Some segments can even 
grow at over 30%. Even the sales revenue can grow at double-digit rate. Table 6 
shows the projected growth rate 1 8 . 
15Saiman Hui and Hilary B. McKoWll, "China Computes", The China Business Review, 
September-October 1993, p. 18. 
16"Ideas Of Speeding Up Our Country's Software Industry Development", China Computer 
World, December 22, 1993, p. 99. 
17Ministry .. of Machine-building and Electronics Industry Year Book 1992, E"lectronic 
Industry Published, 1992, Section I, p. 20. 
18Saiman Hui and Hilary B. McKoWll, "China. Computes", The China Business Review, 
September-October 1993, p. 16. 
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Table 6A , , 
China's Demand for Computers, 1991 - 95 (sales units) 
1991 1992 1993 1994 
Microcomputers( 1,000 units )19,20 150 190 250 325 
(+27%) (+32%) (+30%) 
Small-Scale Computers (unitS)21 ' 850 950 1,100 1,250 
(+12%) (+16%) (+14%) 
" 
Medium & Large Scale Computers 36 47 59 71 
(unitS)21 (+31%) (+26%) (+20%) 
Source: IDC (Sep. - Oct. 1993) 
Table 6B 
China's Computer Sales By Value,. 1991 - 95 (in billion RMB) 
1991 1992 1993 1994 1995 
Computer Sales 6.1 6.8 7.9 9.5 11.1 
Growth (%) 
-
11.5 16.2 19.0 18.1 
Source: IDC (Sep. - Oct. 1993) 
19"Personal Computers: Great Leap Forward", China Trade Report, July 1993, vol. 31, p.l-
2. 
20"The Chips Are Down", Business China, February 8, 1993, p.1-2. 
21Saiman Hui ,and Hilary B. McKown, "China Computes", The China Business Review, 











In 1993, the hardware computersales of the China was RMB 7.9 billion, just a 
bit less than US$ 1 billion (calculated at US$1 = RMB 8), while in the world market, 
the hardware revenue was US,$ 121 billion. Hence, the China computer hardware 
market accounted for 0.8% of the world market in 1993. 
For software demand, less figures are available. According to Journal of 
Commerce, the software sales was RMB 4 billion in 1993, and is expected to be sold 
up to RMB 10-15 billion per year within 3 years22. 
Product Trends 
After looking at the market size, this section . describes the product trends in 
terms of the products and the related issues like standardisation, localisation, price, 
geographic distribution and services. 
PC Centric 
By 1992, installation of pes in China stood at approximately one million units. 
About 190 thousands PC were sold in 1992, with 90% for commercial used23 . In May 
1993, a survey result on China's Information Technology (IT) market done by the 
China Research Corporation was revealed. In the study, the country's 60 largest IT 
users were interviewed, together with international and local suppliers. The research 
found that PCs and PC peripherals accounted for more than half of the US$I.2 billion 
IT market in 1992, with even major banks surprisingly were dependent on small 
) 
system. PCs has accounted for around 60% of the computer hardware market in 
22"China Computer Demand Soars - Drop In Tariffs Expected Soon", Journal of Commerce 
via First! by INDIVIDUAL, Inc., February 6, 1994, index 3. ; 
23 "Home PC Use On The Rise In China", Hong Kong Computenvorld, May 6,1993, p. 38. 
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China, and sales look set to soar'as shown in Table 6A24. 
Network 
The "Three Gold (Gold Bridge, Gold Card and Gold Customs) Project" 
mentioned -in Chapter IV , creates great demand for national wide network25 . In early 
1994, the State Economic and Trade Commission also decided to set up a highly 
efficient economic and trade information network with all provinces, autonomous 
r~gions, municipalities, and cities26. From our interviews, cross-ministry networks are 
also in plan to ease accessing of various ministries' information. 
Other than these giant network projects, local network also gets more 
important in individual enterprise for information sharing and office automation27. With 
the one million PC installation base, over 90% are installed in enterprises. Together 
with the maturity of network products and the client/server trend which links up PCs 
(client) with high-end systems (server), in the international computer industry, network 
set up in enterprises to link up islands of PCs is getting important for information 
sharing and management. 
Application Software Development -
In the "Eight Five" plan, so~ware industry development was a key target. 
China is targeting at developing application software for domestic sales and export. 
24"TheChips Are Down", Business China, February 8, 1993, p. 1-2. 
25Wu Hwa, "Infant With A Promising Future - China's Information and Consultant 
Business", Economic ~eport, No. 1, 199,4, p. 6-8. 
26"National Information Network to Be Establishe~", Economic Reporter No. 2, 1994, p. 32. 
27"The Future Prospect of Developing Large Scale Information System", China 
Computerworld, January' I3, 1993. 
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Development applications are mainly classic applications like computer-aided design 
and manufacturing, management information system, or others28. China has many 
advantages in developing domestic software, in particular the abundant cheap but with 
talent labour force. In 1991; ~here were over 200 domestic software companies, with 
500 million professional software engineers, and three billion application software 
technicians29. 
Standardisation 
In the international market, standard bodies have defined industrial standards in 
different aspects of hardware and software like network protocol, electronic data 
interchange, bar code, and others. And in the global market, there are also many 
unofficial standards have been practised. 
As China is expecting to bid for GAT-T membership, and targeting to export 
computer products in the "Eight Five" Plan30, it is essential for China to follow the . 
international standards in their . products. In fact, China has already established 
standard setting bodies to define their domest~c standards. An example is the Chinese 
Language Platform Committee. The committee are working towards formulating a 
standardised Chinese language computing platform to help boost developing China's 
software industry31 . 
28Ministry · of Machine-building and Electronics Industry Year Book 1992, Electronic 
Industry Published, 1992, Section I, p. 21. 
29Ministry of Machine-building and Electronics Industry Year · Book 1992, Electronic 
Industry Published, 1992, Section I, p. 20. 
30Ministry°· of Machine-building and Electronics Industry Year Book 1992, Electronic 
Industry Published, 1992, Section Ill, p. 48. 
3 1 "Industry Units to Create Chinese Interface", Hong Kong Computerworld, November -18, 
1993, p. 12. 
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Localisation 
In China, only very . small portion of the community have good foreign language 
. level. Even for participants of the computer industry, their foreign language capability 
is not enough to communicate in foreign language effectively32. Therefore, almost all 
computer products, ranged from hardware, software to even services (like training 
materials), that have interaction with people and want to be marketed in China, must 
. be localised to ~h.~ve Chinese version. A lot of domestic companies are helping foreign 
companies to do product localisation. 
Price 
The international trend in computer investment has been a decreasing ratio for 
hardware, but an increasing ratio for software33 . This has been accomplished by the 
even decreasing price of hardware along with increasing performance. One major 
reason was the standardisation of hardware. "Open" system is the key. Hardware from 
different vendors are compatible. With little differentiation from vendors, competition 
has made price ' go down. Users can pay less and enjoy more powerful computer 
systems34. 
With more powerful hardware, it needs more powerful software. However, 
software development is still a labour. intensive industry. Price cannot follow the pace 
of hardware. Therefore the ratio of software investment follows an increasing trend, 
32"Ideas Of Speeding Up Our Country's Software Industry Development", China Computer 
World, December 22, 1993, p. 99, 
33Ministry ·· of Machine-building and ·Electronics Industry Year Book 1992, Electronic 
Industry Published, 1992, Section I, p. 20. 
34"Idea~ Of Speeding Up Our Country's Software Industry Development", China Computer 
World, December 22., 1993, p. 99. 
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while that of hardware is in the decreasing trend; , 
The same trends apply in China. Chinese users also enjoy the lower hardware 
price. As for software, according to our interviews with software vendors, Chinese 
users are still not accepting the high price of software, they do not see the value of 
software as they have been pirating software for a long period. Vast education effort 
has to be done by both the vendors and the government to promote the benefits of 
paying for legal software. As commended by SCD China's vice president for Asia sales, 
"There's a lot of education needed to understand the value in software. "35 
Geographic Distribution 
Chinese government has defined special development regIons for different 
aspects of the software industry. Beijing, Shanghai, and Shenzhen are development and 
manufacturing bases, while Putong and Shenzhen. are export windows of China 
manufactured computer products. Beijing is taken as skill training centre of the 
industry36. 
While in China's economic development, eight economic regions have been 
identified. These eight regions namely the Central Province, Greater Guangdong, 
Greater Shanghai, Greater Beijing, Northeast, Northwest, Southwest and Sichuan, 
basically follow the country's fundamental geographical and cultural divisions. They 
also reflect the differing approaches to the economic reform program and the market 
needs and market trends in different regions varied37 ,38. . Hence, in formulating 
35"SCO China In Legal Software Push", Hong Kong Co~putenvorld, November 15, 1992, 
p.!. 
36Ministry of Machine-building and Electronics Industry Year Book 1992, Electroilic 
Industry Published, 1992, Section I, p. 23. 
37"A Land of Many Countries", Business China, July 26, 1993, p. 6-7. 
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company strategies, considering China as several regional economies is necessary. 
Service market 
Service market in China's computer industry is very popular in terms of 
distributiori, maintenance; or training services, but not in information services or 
consultancy: There are no statistics on . the size of the service market, and little 
attention has been paid to this market in the past. From the interviews, we found that 
some users were very concern of the maintenance and after sales services when making 
decisions on the purchase. They generally considered services as value added to the 
products and should be provided at low or no cost by the vendors. Chinese users do 
not accept the concept of paying substantial price for services. 
Consumer Profile 
After looking at the market as a whole, we will look at the participants -
consumer, company and competitor, in the market one by one. In this section, we 
attempt to understand the consumer characteristics from the experience of computer 
vendors when they sold their products as well as some computer users in . the 
. government sector or in state-enterprises. Moreover, some previous survey results on 
the Chinese culture, in particular the.,decision making process of Chinese conducted 
will be presented. 
38"Eight Economic Circles to Take Shape In China", Economic Report No. 1, 1994, p. 38. 
39National Economic and Social Development Plan, 1991 -- 2000 and the Eighth Five Year 




From our interview findings, most computer vendors sold their products to 
users in the finance and banking industries, communication and transportation 
industries, which are some of the national selected developing industries in the "Eight 
Five" plan39. Most foreign vendors said that one must be industry focus and target at 
large projects in order to survive in China. The big consumers are from the selected 
industries. 
In addition to the selected industries, the government also stresses on applying 
advanced technology to reform traditional enterprise40. Therefore, traditional 
enterprises are potential big consumers as well. 
From' our interview findings, some respondents suggested that the home 
computer market has very high potential. It is because most parents are very concern 
of developing their only child. They are willing to spend on advanced and useful 
products such as computer, and are expecting cheaper computer hardware and more 
educational software available in the market for home-used. In fact some computer 
companies have already started to meet the need of the home-computer markets41 . 
The main applications are for education and games. Home computer users are new set 
of consumers who have very different needs from the enterprise consumers. 
Selection Criteria 
In terms of selection criteria, from the results of our interviews, the criteria. that 
.' 
40National Economic and Social Development Plan, 1991 - 2000 and the Eighth Five Year 
Plan, 1991 - 1995, for Chinai, Renmen Publication, Sinhua Bookstore, January 1991, First edition, p. 
13. 
41 "China's Home PC Market Set To Boom", Hong Kong Computerworld, January 13, 1994, 
p.34. 
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receIve more attention included , lower pnce" better servIce, good maintenance/ 
distribution , good vendor/sales relationship, good price performance, total 
solution/industrial knowledge to meet user requirement , long history in China, and 
reputation! brand. 
Other important criteria mentioned by the respondents included reference sites 
and user ' recommendation, compatibility and open system, political reasons, and 
financial strengths of vendors. Moreover, some state-own enterprises will select to 
buy from government subsidised computer vendors. 
Consumers Characteristics & Buying Process 
It is generally agreed that the computer and product knowledge of consumers 
are increasing. However, they need to be further educated. Moreover, when dealing 
with Chinese customers, there was a feeling that they looked for fast returns from 
investment. 
It is undeniable that the way Chinese conduct business is rather different from 
the western and Asian Pacific countries. In two similar surveys conducted by John 
Frankenstein in 1984 and 198842, the following remark was made: 
"The Chinese business . operating style, In both negotiations and 
implementation, could be characterised by continuous engagement, constant 
negotiation, and persistent attempts to deepen commitment"42 
From the research, Franken'stein suggested that the nature of business culture 
was that Chinese put heavy stress on personal relationships; contracts were rather 
symbols of and starting points for relationship, business relationship were likewise 
open-ended, the approach to legal issues and time management was different from 
42 John ' Frankenstein,"The Chinese Foreign ,Trade Environment", Organization and 
Management in China 1979 - 1990, edited by Oded Shenkar, M.E. Sharpe, 1991, p.135-148. 
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western style. 
Even though the survey was conducted in 1988, the basic negotiation tactics of 
the Chinese still followed the same lines as commented recently in an article in the 
Chinese Business Review43. ~he following basic phenomena in dealing with Chinese 
negotiators were noted : 
"To the Chin~se, a signed contract merely marks the end of the initial stage of 
negotiations,... will be followed by more discussions, more compromises and 
concessions are to be expected. " 
, ~ ,. 
"Extending negotiations is a way for Chinese party to test whether the foreign 
counterpart is committed to the relationship sealed by the contract. " 
"Success often hinges on personal relationship, .China's Confucian traditions 
make a society accustomed more to rule by man than by a strict legal system, 
.... , they will still less trustful of laws than of personal contacts." 
In the transition period from the planned economy to market economy, the 
above Chinese culture in dealing with business generally makes the sales cycle longer. 
Moreover, from both of our interview findings and the published articles, it was 
generally agreed that negotiation should not only be bound to the negotiation tables, 
but enforced by social gathering. 
As opined by the respondents, corporations are now more independent in 
dealing with the decision in purchase of computer equipment because of government's 
policy of decentralisation. Hence the users are having more free hand in the selection 
of products. 
In summary, a better understanding of the culture and negotiation skill of the 
Chinese and the national priority in industries are still most important in understanding 
the customer needs. 
43Min Chen, "Tricks of The China Trade", The China Business Review, March - April, 
1993, p. 12-16. 
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Company Profile 
After understanding the consumers profile, we look at the supplier side. The 
company profile to be discussed is the general profile of foreign vendors who now 
have presence in China. The companies that we are investigating are multi-national 
computer companies who have strong positions in the industry, and can be hardware, 
software and · services vendors but not electronics or telecommunication vendors. 
In this section, we will discuss the characteristics of these foreign vendors and 
their success factors. Most of the information are collected from the interviews with 
the foreign vendors with some other data supplemented from secondary data. 
The Company 
A majority of the China computer market is actually shared by foreign vendors, 
with less than 30% of market is shared by domestic suppliers. Just the United States 
vendors has occupied 70% of the whole market in 199244. There are also vendors 
from other countries like ICL (UK), NEC (Japan), and Astec (Taiwan), and others. 
However, their market share are relatively small in general. The big names of foreign 
vendors in China are shown in Table 7 below. 
44Saiman Hui and Hilary B. McKoWll, "China Computes", The China Business Review, 
September-October 1993, p. 18. 
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Table 7 
Foreign Vendors in China-the Big Names 
Market Vendors 
Personal computer AST, Compaq, mM, Apple, DEC, HP 
Workstation / multi~ mM, DEC, HP, SUN, SGI 
user computers 
Software- Microsoft, Oracle, Sybase, Informix 
;' 
Establishment 
When reviewing the history of these vendors in China, we notice that hardware 
vendors came to China to open the first office much earlier than the software vendors. 
Most existing hardware vendors came between the late 70s to late 80s like HP (,79), 
DEC{,SO), mM (,S5), Sun (,S6), SGI (,87), AST ('SS). In the 90s, when the computer 
market gains more momentum and booms, more hardware vendors enter the market 
like Stratus(,90), Tandem ('93), ICL ('93), Apple ('93). However, for software vendors, 
the only early-corner may be Oracle who established the ' fi~st representative office in 
1989. Majority of the software vendors only came to China after 1991, like 
Sybase('92), Infonmx ('93), Lotus ('93), Microsoft(,93), and Borland{'93). 
These show the trend of the market and the changes. In the 80s, when the 
computer industry started the infancy in China, the market has been concentrated on 
hardware implementation, and software value was not well-recognised. Changes only 
occurred after 1991 when the software protection laws were in place, and software 
vendors began to have incentive to inve~t in the market. The schedule ties closely to 
the government policy as we have ·discussed in the Chapter IV of this report. 
Another point of view is the maturity of the, market. After 10 years of 
development, customers recognised hardware could not work on its own, and had to 
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match with software. Basically, ' foreign vendors watch closely to the government 
policy and the changes in the market needs. Like the 90s is the software age. Most of 
the established hardware vendors already have or are seeking local partners to develop 
localised software, or tailored , software for customers using their hardware. They are 
no longer just selling hardware. An example is DEC and Taiji Computer Corp. 
established- the $1.15' million- Shenzhen Taiji-DEC Software Centre to develop 
software for telecommunications, manufacturing and networking in December 199045 . 
Common Characteristics 
F or computer vendors who are currently in the China market have some 
common characteristics as discussed below. 
Brand name of Reputation 
Vendors have their products of good reputation within their own country or 
even have international recognition. They are companies with good image in terms of 
quality, technology and/or service. 
Development path 
Vendors normally first sold their products to China through local dealers or 
distributors before opening their own offices. 
As business grew, and the vendors saw potentials in the market, they might 
open the first representative office in China. Many of them took Beijing as the first 
city. The reason has been the major government institutes are in Beijing and they are 
45Saiman Hui and Hilary B. McKoWD, "Working Out the Bugs", The China Business 
Review, September-qctober, 1993, p. 21-26. 
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the major users and policy makers. Staying close , to users and information source is 
important to a start-up company. Vendors would continue to sign up distributors to 
expand their business. More representative offices might be open in major cities like 
Shanghai, Guangzhou and others, where they can find big customers or potentials. 
Some vendors might choose to become joint-venture of local partners so that 
the partners would take care of the local operation and interface with the government 
institutes. For most vendors who have representative offices, also have joint-ventures 
in certain business segment especially in product localisation or manufacturing. 
~ ~ " 
Recently, some companies like mM, who have been established long enough in 
China, became foreign registered companies in China to show their commitment to 
the market. They receive treatment as domestic companies, like they can directly 
recruit their own staff without going through the Foreign Enterprise Services Company 
(FESC), they can do direct marketing and enjoy lower rent and facility charges. 
Long-term objective 
From our interviews with the foreign vendors, they all recognised the potential 
of the China market in long-run. From their experience, start-up of the business was 
tough. China is still a very people-oriented country, doing business is dealing with 
people. It takes time to build up the relationships. Moreover, vendors take long-time 
and effort to understand the market, capture market trends, and bring up the technical 
level and market sensitivity of their staff. There is no short-cut in entering a new 
market even it seems to have great opportunity. Most vendors set up long-term 
. objectives and expect to grow with the industry in China. Some even have long-term 
investment plan in China like those setting up manufacturing plants in China as we will 
. discuss in the Competitor Profile section. 
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Partnership 
Along the development . path discussed above, most foreign vendors need to 
find partners either as their dealers, distributors, or joint-venture partners. Partners are 
essential to cover business in ' scattered geographic areas, and provide local business 
knowledge. The Chinese-characteristic market economy functions are very different 
from the developed countries. People relationship has been key to doing business in 
China. Local partners are such relationship building bridges. Transfer of technology 
and management.,skill is also through the various forms of partnership. 
Products 
Products from these vendors are of quality, and meet market needs. 
Technology sold in China is more advanced than that can be developed in China, and is 
current in the international ni'arket. According to our interviews with vendors and 
users, we know obsolete products in international market cannot be dumped to China. 
China consumers are getting more knowledgeable and have more current information 
of the world market. 
Pricing 
Due to iriefficient market operation of China, and the operation cost that 
foreign investors has to pay, such as 'rent, import duties, and marketing cost, is high, 
disregard the relatively low labour cost. For products with domestic supplies likePCs, 
) 
normally the price of foreign vendors is higher; · and for same products in the 




To meet the local market needs, products of foreign vendors which have direct 
interface to users are localised to the Chinese version including hardware, software, 
training materials and all technical manuals. 
In terms of organisation, many vendors go for the localisation approach as well. 
Normally less than 10% of the staff in foreign vendors are expatriates. The percentage 
may be higher in newly established foreign .companies. However, the target has always 
. been employing as much local staff as possible. 
Support from Parent Company 
F or most foreign vendors in China, they need strong support In terms of 
resources and information from their parent company or from some Asia Pacific 
headquarters. Most foreign vendors we interviewed agreed the importance of parent 
company support. 
Staff Development 
Foreign vendors have advantages in attracting quality employees46. Foreign 
vendors provide higher pay, prestige of company's brand name, better working 
environment, and better ·benefits. Most vendors invest heavily in staff development to 
train up local staff as foreign vendors' technology is' more advanced than those ' can be 
learned within China. Such training opportunities are very attractive to local talents. 
Moreover, people are the asset of a company especially in China's computer industry 
which relies on people relationship to do the business. Foreign vendors usually treasure 
their staff and develop them well. 
46"China's IT Sector Faces Brain Drain", Hong Kong Computerworld, December 16, 1993, 
p.8-9. 
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Educating Local Community 
By bringing in· new technology to China, foreign vendors need to spend the 
effort to introduce the technology to the market and bring up the knowledge level of 
the community to understand, the new technology. Usually free seminars, marketing 
activities and advertising are means to achieve the objective. Some vendors will have 
joint activity with some government institutes or universities to bring up the 
technology level of the participants "in the China computer industry. 
Success Factors 
With our interviews to foreign investors, they have come up with a list of 
critical success factors for foreign vendors in the industry. The most important factor 
quoted by respondents are the ability to provide quality products and services with 
good price performance. Secondly, the company must have . long term objective and 
not expecting short term returns. Thirdly, the company should understand government 
policy and legislation. Fourthly, they should have good distribution channels. Having 
industry knowledge, being strong in technical skill and the maintenance of good local 




Although the China computer industry is relatively immature, degree of 
competition is already very strong especially in some market segments like PC. For 
foreign investors in the China computer industry, competition comes mainly from other 
foreign investors in the same market segment, and potentially from . some local 
suppliers if they exist ·in similar market segments. 
Local Vendors 
In China, there are only a few vendors with big names, and for those with big 
names, they are mainly PC vendors who may have research and development, 
manufacturing, sales, marketing, distribution, and service almost all by themselves. 
Vertical · integration is common. The top 4 domestic PC brand names are Legend, 
Great Wall, Stone, and Langcha047. Other than being PC manufacturers, they also 
produce other peripherals or components for PCs like printers, cards or monitors. In 
the past, they were just low-end PC suppliers, and until recent years, their technology 
improves and can produce some high-end PCs like 386, 486 or products for export. 
Legend is the most outstanding and successful company in China's computer 
industry as a domestic company though it has been a joint venture with a Hong Kong 
company since 1988. Legend is among the largest manufacturers and distributors of 
personal computers in China. A total of20,000 units of Legend PCs were sold in 1992 
according to Beijing Legend Computer Group's vice general manager. It accounted to 
a 10% market share of 1992. Legend also produces other products like printers, 
.1 
Chinese cards and motherboards. And its motherboard export business has been 
tremendous success, 320,000 units had .been exported in 199148. The vice general 
47"The Legend Group - The Sino-Hong Kong Joint Venture Legend", Best Modem 
Computing, December 1992, p. 36-42. 
48"The Chips Are Down", Business China, February 8, 1993; p. 1-2. 
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manger also said Legend other than holding their o~ products, also held other foreign 
vendors' products. It serves as dealers or distributors for 14 foreign companies like 
AST, Hewlett Packard, SUN, mM, DEC, Oracle, Microsoft, and others. In fact, the 
other three famous China PC ,vendors . are also functioning in similar model. In other 
words, they sell own products while distributing foreign vendors products.. Of course, 
each vendor may have some differences in the focus. Like Stone, it is also a strong 
software developer, as we can see from Table 4 of this chapter. 
Other than those of big names, China has a lot more small to medium-sized 
computer vendors who mayor may not carry products with brand names. Like in 
Beijing's "Electronic Streets" - Zhongguauncun areas, there are hundreds of such 
comparues. We have also interviewed a small vendor in the area, and the sales 
department manager told us these kind of companies varies from the size of 3 to 4 
persons to about a hundred. Serving the domestic market is the main objective of 
these companies, and many have niche products to serve specific market segments like 
office automation, network, or finance. 
Local vendors have competitive advantages over foreign vendors in some 
aspects. Firstly, local vendors are having extensive distribution channel. Their 
distribution networks scatter all over China and can reach · a broad range of consumers 
to sell their products and provide maintenance services. 
Secondly, local vendors can better access market information. Local vendors 
may be state-owned (like Great Wall), state-affiliated (like Legend) or · private-owned 
(like Stone )49. Closer connections -with government officials in industry related bodies 
like Ministry of Electronics Industry, Chinese Academy of Science, and others, has 
been recognised by both local and foreign vendors in our interviews as very important. 
Such connections enable vendors to better understand the market in terms of the latest 
government dire~t;on, or latest ~ig projects of the nation. Local vendors have definite 
49"The Chips Are Down", Business China, February 8, 1993, p. 1-2. 
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advantage in this aspect. 
Thirdly, being closer to the market and understanding the local needs, local 
vendors can meet the market needs with appropriate products like the language related 
products - Chinese printers, cards, and Chinese input software. Many foreign products 
have to be supplemented by these local products. 
Fourthly, local vendors can always operate at lower cost than foreign vendors. 
There are ito import duties ( except i~porting components or raw material for 
assembling or manufacturing of their products), much lower office rents, and direct 
, ~ ;' . 
access to domestic labour market. Some may have subsidies or incentives from the 
government to assist the industry. Therefore, their products can be sold at lower price. 
Competitive price has been a major advantage in some products like low-end PCs, or 
market segments like small local companies, where demand is more elastic. 
Lastly, local vendors supply a broad range of computer products, from very 
low-end like education PCs to some high-end PC products like 386, 486. With the 
high cost-structure of foreign vendors, they normally do not carry such broad range of 
product lines. In certain range of products, there are no foreign competition, but 
domestic competition is also fierce. 
Foreign Vendors 
As we have discussed in the Company Profile section In this chapter, the 
number of foreign vendors are increasing. Also there are more foreign software 
vendors who range from PC software to database suppliers entering the market. In our 
interviews, most foreign vendors said major competition came from other foreign 
vendors, but not local ones except in some overlapped product range like high-end PC 
products. 
From our interviews, the major competitio~ areas and major competitors in the 
different products are shown in Table 8 below. 
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Table 8 
Foreign Vendors Competition by Product 
Product Existing Key Competitors Potential New Competitors 
-. 
Personal AST, Compaq, Legend, mM, Apple, DEC, HP 
computer Great Wall 
W orkstation SUN, HP, SGI OEC, mM 
" 
Multi-user mM, OEC, Unisys, HP ICL, Tandem, Stratus 
computers 
PC software domestic suppliers Microsoft, Lotus, Borland 
Database Oracle Sybase, Informix 
. For personal computers, the market has been dominated by the existing key 
competitors. AST and Compaq are having head on competition to fight for the number 
one market share. In 1992, according to information from IDC, the biggest market 
share went to AST (25%) and the second was Compaq (20%). The third and forth 
position went to Legend (10%) and Great Wall (10%)50. Potential candidates who are 
catching up the game, are mM, Apple, DEC and HP. mM is re-joining the game who 
once was the leader in the 1980s. OEC and HP have been present in the China market 
for over 10 years, but are starting to "have some focus on the PC market to catch the 
booming of PC market. Apple is a new corner to the market since 1993. 
In the workstation and multi-user markets, there is only competition among 
foreign vendors. The competition pattern is similar to the global competition pattern. 
Keen competition is still found a~ong key international suppliers of workstations and 
50"The Chips Are Down", Business China, February 8, 1993, p. 1-2. 
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multi-user computers. In the workstation mar~et, according to SUN and HP 
spokesmen in our interviews, SUN has 40% market share while HP has 20% of it. SGI 
comes third, but IBM and DEC are catching up. For the multi-user computer market, 
no figures are available, only lIP's spokesman claimed HP has 20% market share. But 
vendors and users do share that IBM, DEC, Unisys and HP have been major suppliers 
of the marKet. However, with more big projects like the nation wide networks set up, 
multi-user computer companies selling top~end systems like mainframe, fault-tolerance 
computers are joining the competition. ICL, Tandem and Stratus are examples. 
PC soft~are market is the most seriously pirated market. Localised Chinese 
softwares are mainly supplied by domestic suppliers.· With the software better 
protected since 1991, foreign software vendors started to explore the China market 
only massively from 1993 as we have discussed in the Company Profile section of this 
Chapter. In 1993, major PC software vendors entering the market are Microsoft, 
Lotus, and Borland. 
F or the database market, Oracle has been dominating the market from the 
period 1986 to 1992 before another competitor Sybase came in the market in 1992. In 
1993, Informix also joined the competition. They are the three major database 
suppliers internationally. There is no local competition in this market. However, Oracle 
is still enjoying the early~comer advantage, the established reputation and brand name 
recognition will not be replaced immediately. Since a large installed base has been 
established, it is expected that dominance can be ·continued for a while. However, 
similar early-corner advantages have also been enjoyed by IBM and AST when they 
first came to China in 1985. Given the market is more open to foreign competitors, 
the early-corner advantages will vanish eventually. Oracle also foresees to experience 
the same trend. Head-on competitions are expected among the three major database 
suppliers. 
Other than major international vendors in the competition game, there are also 
smaller foreign vendors like J ardine Office Systems or big vendors but do not enter the 
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market in a big way like NEe .. These vendors compete in very specific market 
segments. They may be very strong in one or two products and have very strong 
competitive capabilities in certain segments. 
Means of Competitions 
From our in,terviews we found foreign vendors usually face competition In 
areas discussed. below. 
Brand Name 
International brand name with good reputation and international reference is an 
asset. 
Product 
Much better technical and quality products are supplied as compared with 
domestic-made products. Among foreign competitors, they are competing to provide 
the best products to the market. High quality, localised products serving the market 
needs are key to competition. This leads many foreign vendors jointly developed 
localised products with local partners. 
Service 
) 
Service is key to competition especially in . an immature market like China. 
Customers are less knowledgeable than those in matured markets, and need to rely on 
vendor service to understand the, products and apply them. Foreign vendors recruit the 
best people by providing high salary, more benefits, good working environment, 
training opportunities and achievement recognition. And in turn they provide the best 
service to customers to diffe~entiate from competitors. 
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Promotion 
To raise the brand name and product awareness in the market, promotion is 
important. Especially when introducing new technology into the market, educating 
promotion -is crucial. With the sample of foreign vendors we interviewed, the 
promotion means in the order of popularity are seminars and conference, exhibition, 
education sessions to dealers, users, and universities, advertisement on professional 
journals or newspapers and sending out product brochures or newsletters. 
Informix in August 1993, has a novel approach to promote the concept of 
database and Informix's products by a series of TV education program on China 
Central TV. Informix believed that it was a cost-effective way to reach people all over 
the country. It is the step that Informix took to promote its name and product when it 
first came to the China marketS 1 . Promotion is a necessary mean to educate the China 
market participants before they accept the new products or vendors. 
Distribution 
It is not easy for foreign vendors to open offices all over China. Most vendors 
only have offices in major cities like Beijing, Shanghai or Guangzhou. The distribution 
of their products are mainly through local distributors who have very strong local 
distribution network. 
Local manufacturing 
One way to lower cost is to set up local manufacturing. By utilising the low 
51"Informix Takes Novel Approach In China", Hong Kong Computerworld, September 16, 
1993, p. 24-25. 
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labour cost, and the incentives from the Chinese government on technology 
investment, the manufacturing cost of products in China is low. In addition, there are 
no import duties on these local-made products. Low cost will increase the 
competitiveness of the vendors. Also with contribution to the local commuruty, and be 
a good citizen improves the relationship with the government and local reputation can 
be established. Moreover; some products manufactured are for export and foreign 
exchange can be earned to cover the non exchangeable RMB problem. 
F or recent trends, foreign vendors are not just interested in capturing the 
domestic market by importing the products, but also setting up joint ventures in China 
to manufacture hardware especially PCs or develop software. Examples of this trend 
are the Compaq and Beijing StoneS2, AST and Tianjin Electronics and Instruments 
Industrial Administrations3 . Many other vendors like Hewlett-Packards4 and Astec5S 
are also thinking something similar. The products developed and manufactured in 
China are targeting for both domestic sales and export. 
Summary 
From the, micro overview on the characteristics of the computer industry in 
China, it is found that the demand , for computer products are growing faster than the 
world market. Foreign vendors have their characteristics and advantages in the market 
such as good brand name, quality products and others. However, they are facing keen 
52"Compaq, Stone In Joint Venture - PC Manufacturing Plant In Shenzhen Marks Compaq's 
First N In China", Hong Kong Computerworld, July 15, 1993, p. 1. 
53"Trying the best to maintain No. 1 - Interview to AST Beijing office marketing manager", 
China Computerworld, January 5, 1994. ' 
54"China Plays Strategic Role in HP's PC Plan", Hong Kong Computerworld, August 5, 
1993,p.22. ' 
55"Astec Expands Manufacturing In China", Hong Kong Computerworld, August 12, 1993, 
p. l. 
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competition from both domestic and foreign ve~dors. Consumers · of the computer 
products are also getting more demanding and knowledgeable, making foreign vendors 
need to keep up understanding the local needs to satisfy the consumers. 
CHAPTER VI 
OPPORTUNITIES OF THE COMPUTER INDUSTRY IN CHINA 
FOR FOREIGN INVESTORS 
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Basing on the findings in Chapters IV and V, this chapter will identify the 
opportunities of the computer industry in China for foreign investors. 
Opportunities - Better Investment Environment 
The investment environment In China is improving especially for high 
technology industry like computer industry. It can be reflected by the Chinese 
government's commitment to economic reform, the better investment opportunities 
after re-entering GATT and the advantages for computer industries due to national 
development plan. 
China's Commitment to Economic Reform 
The commitment in the economic reform, in particular, the open policy is 
important for strengthening foreigners' confidence . on China's future investment 
environment. 
Commitment to Economic Reform 
All countries over the world believe the world economy center will shift from 
the west to the Asia Pacific region in the coming century and China would be one of 
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the countries with the most significant economic growth. ' Comparing with the 
developed countries, China is expecting a higher economic growth in the coming 10 
year as discussed in the Economic Growth section in Chapter IV. A strong economy 
provides better investment environment by supporting better infrastructure, improving 
the living standard of the population so as to increase the , domestic consumption and 
demand for various products. 
The continuous economic growth depends very much on the stability of the 
political syste~ and the government's commitment to the economic reform. Even 
though one canrt'ot avoid any potential risk arises from the succession implication of 
Deng Xiaoping, the government appears committing to the objectives of making 
China to become a strong economic dragon in the world market. 
This can be supported by the statements made by Deng Xiaoping during his 
visit to the Southern part of China in early 1992. He reaffirmed the achievements of 
the Special Economic Zones (SEZs) and pointed out the ' need for deeper reform in 
the whole country with Shenzhen as a spearhead. Moreover, he re-instated the 
importance of the open policy in the economic reform l . 
In the Eighth National People's Congress, which was a forum for ratifying and 
publicizing leadership decision held in spring 1993, the recent round of leadership 
changed and organizational restructure was completed. In the new composition, new 
leadership was dominated by concerns of economic growth and political and 
economic stability2. In fact, some analysts suggested that given the fast growth. in 
recent years, the reform was in fact reached an irreversible situation. 
lSteven LOW, "China's Economic Reforms - an Updated Report", CTC XII/92, p. 5. 
2David Bachman, "China Hails the Socialist Market Economy", The China Business 
Review, July-August 1993, p. 34. 
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Commitment to Open Policy 
The government has repeatedly stated the need to open the economy and 
enter the international market in various policy papers such as the "Eight Five" plan3. 
The scope of opening to the ,outside world will gradually become wider, and various 
provincial capitals are now entitled to enjoy preferential treatments similar to those 
the for SEZs. The number of open economic zones are also increasing and more free 
trade areas are being developed4. As a r~sult, the opening of the local market creates 
potential markets for foreign investors. 
Better Investment Environment After Re-entering GATT 
In a recent visit of a GATT official with the Minister of the Foreign Trade & 
Economic Cooperation in China in March 1994, the official stated that China was 
expected to re-enter GATT in 19945. After entering GATT, China can explore new 
bilateral trade relationship and set up wider external trade ·and economic ties with the 
rest of the world. Moreover, China's export could enjoy preferential treatments and 
the anxieties arising from the annual .renewals of her MFN status could be avoided6. 
It would further strengthen her economic growth. 
In order to enter GATT, China was required to made certain degree of 
conformance to, the GATT's requirement. From a foreign investor's view, these 
concessions force China to set up a better investment environment for them. Some 
3National Economic and Social Development Plan, 1991 - ·2000 and the Eighth Five Year 
Plan, 1991 - 1995, for China, Renmen Publication, Sinhua Bookstore, January 1991, First edition, 
p.48-52. 
4Steven LOW, "China's Economic Reforms - an Updated Report", CTC XIII92, p. 17. 
5Ming Pao, 2 March 1994, Hong Kong. 
6Steven Lo, "China's Re-entry into GAIT", CTC IX/92, p. 9. 
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expected improvements in the investment environment that would be somewhat 
triggered by China's intention to join GATT are discussed below. 
Low Import Tax 
After China is permitted to enter GATT, foreign companies will be allowed to 
import raw materials and products in cheaper cost into the China market. This it will 
also lead to greater competition, however,the lower input cost will give companies a 
competitive advantages in pricing their products. In fact, . import duties have been cut 
substantially, from approximately 82% in 1992 to 32% in March 1993, and is 
expected to cut further this year to get a better chance to re-enter GATT. The 
conditions favors import trade. 
Better Legal Structure and Protection System 
In order to be accepted in the international market, the Chinese government 
realizes that a complete and reliable legal system must be set up. A transition period 
from a personalism-oriented environment to a legally-structure environment has 
begun, but it needs time to enforce. The effort of the government to build up a 
structured legal system enables the country to improve its international image and 
increase her chances to re-enter GATT. 
Moreover, after entering GATT, China will be open to other members' 
pressure and make the enforcement 'of laws and regulations more effective. Hence, 
foreign investors could work in a more consistent and predictable economy. 
Foreign Exchange System 
China needs to have a single foreign exchange system and RMB will become a 
convertible currency later. Therefore,- foreign investors will not have the problems of 
obtaining enough foreign currency according to the present regulation. Moreover, 
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the devaluation of RMB will lead to a boom to export industries, which is also one of 
the national strategies of strengthening the economy. Hence computer vendors who 
focus on exporting their products will benefit from the devaluation ofRMB. 
National Development Plan 
The national development plan on selected industries also provides some 
advantages to -~~d create market demand for foreign computer vendors. 
Better Investment Incentives for Strategic Industries 
Computer industries is one of the strategic industries in China. Being one of 
the technology advanced enterprises, computer vendors could receive preferential 
treatments 7. 
External Cost Absorbed by Government 
Since the government will develop the computer industries, some external cost 
can be absorbed by the public funding, for example cost for training human resources, 
promoting applications, and research and development. 
China has a lot of trained technical people to supply for the computer industry. 
In 1991, there were 23 thousand technicians, and over 5000 researchers in the state-
owned computer enterprises; there were over 200 domestic software companies, with 
500 million professional software engineers, and 3 billion application software 
technicians8. The supply of computer professionals will continue to increase with the 
7 A.T. Kearney and the International Trade Research Institute of the · People's Republic of 
China, Manufacturing Equity Joint Ventures in China - A Progress Report and Experience Guide, 
1987, p.l00-l02. 
8Ministry of Machine-building and Electronics Industry Year Book 1992, Electronic 
Industry Published, 1992, Section Ill, p. 47. 
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government's policy to export labor force9. 
When interviewing the university professor and participants in the industry, it 
is understood that more education opportunities are now available in China. Non-
computer-science major students are also required to take computer courses as part 
of the requirements. Also in China's employment system reform, more education will 
be in place to raise the quality of work-force. In cities, vocational and technical 
education will be strengthened 10 . Computer industry being one that requires educated . 
labor force will be benefited by the reform. 
The government also promotes the usage of high technology in reforming the 
industries, particularly the traditional industries1l . In Beijing, the Zhongguancun . areas 
were set up for selling of computer products, services and conducting development 
research. Thus some promotion cost has been absorbed by the government. 
With the on-going Torch Program to promote research and development of 
new commercialized products, the government provides funding and support for the 
product developmentl2 . Computer industry benefits from such funding. 
9"Ideas of Speeding up Our Country's Software Industry Development", China 
Computerworld, December 22, 1993, p. 99. 
10Shan Shihua, "Marketization : the Only Way to Refonn China's Employment System", 
c Economic Report, No. 1, 1994, p. 29-30. 
I1National Economic and Social Development Plan, 1991 - 2000 and the Eighth Five Year 
Plan, 1991 - 1995, for China, Renmen Publication, Sinhua Bookstore, January 1991, First edition, 
p.29. 
12National Economic and Social Development Plan, 1991 - 2000 and the Eighth Five Year 




Lower Labor Cost 
China has abundant supply of labors. Although the price of labor, especially 
professional labors is increasing, China still has an advantage in cheaper labor cost 
comparing with other d~veloped countries. In particular, for the software market, a 
foreign company can utilize the trained local programmers for developing their 
products to get a higher profit margin. 
Low Input Cost 
If the foreign companies can establish linkage with local partners and make 
sure that local inputs can be attained with the required quality, they can enjoy lower 
input cost and services available in the domestic market. 
Reliance on Foreign Investment and Technological Transfer 
The Chinese government still needs foreign investment in terms of capital and 
technology to build up the economy. In launching large scale projects such as the 
"Three Gold Projects" mentioned before, there are tremendous opportunities for 
foreign investors to pour in capital, technology and · advanced products into the China 
market. 
Also, owing to the backward technology, China still relies heavily on import 
to fulfill the domestic demand, especially demand for sophisticated minicomputers, 
mainframes, peripherals and software. There is tremendous potential to foreign 
computer vendors. 
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Dissolution of COCOM and Release of US Exports Control 
Dissolution of COCOM 
Reacting to the drastic changes in the geopolitical landscape, the COCOM, 
which was set to restricted sales of high technology products to China and the former 
Soviet bloc for international security safeguard purposes, was dissolved in 1 April 
1994. The dissolution of COCOM enables countries to freely pursue their own 
export control policies13 . 
Release of US Exports Control 
. Motivated by the dissolution of COCOM, the US government announced to 
decontrol exports of more sophisticated computers to China. Under the new rules, 
computers with speed up to 1000 MTOPS (millions theoretical operations per 
second, a measurement of the speed of computers) are allowed to export to China for 
civilian end users14. 
The disband of COCOM and the release of US exports controls to China 
enables foreign vendors in China to import more high-ends products to China. 
Hence, the competitive advantages of their products in terms of features and functions 
can then be improved. Especially when China needs advanced technology for 
development some selected industries, like telecommunication, transportation; these 
foreign companies can dominate markets that demand more advanced technology and 
high-ends products. 
13"US Lift Controls in Hi-tech Exports", Knight-ridder, South China Morning Post, 1 April 
1994, Hong Kong. 
14"Hi-tech Exports to Rise", South China Morning Post, 1 April 1994, Hong Kong . . 
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Opportunities - Market Potential for Foreign Computer Vendors 
According to the projection of market demand in Table 6A and 6B, the 
domestic market growth rates of computer products will be between 14%-32%, while 
the sales value will be between 16%-19% in the period between 1993 to 1995. 
Opportuni~ies for foreign computer vendors are tremendous in China. The following 
are some potential market that the project team identifies after analyzing the findings 
in Chapters IV and V. 
Market Niche - Product Types 
Excess demand are found in the hardware, software and service market in 
China. In this section, we will discuss some specific market niches in terms of 
product types that foreign computer vendors could consider as their target segments. 
Hardware Market 
Regarding the hardware market, three potential market segments namely the 
high-end computers, network systems and open client server systems are identified. 
High-end computers vs PCs 
As from the thorough discussion of the investment environment and the 
characteristics of the market in Chapters IV and V, we understand that opportunities 
for foreign vendors are actually in two ends : medium to large-scale computers and 
high-end PCs. Referring to table 6A, we can see these two product markets grow 
faster than small-scale computers. 
For PCs, the domestic markets can only support low-ends demand, the market 
must rely on foreign firms' supply for high end products. Moreover, policy on 
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computer industry has been concentrated on manufacturing low-end products as well. 
Therefore, there leaves a lot of room for foreign investors in the high-end market. 
F or medium to large-scale computers, the demand comes from China's 
continued economic reform policy. A lot of large projects in selected industries will 
be carried out in the coming years. For many of such projects require computer 
systems of high power ~o support. This also explains those mainframe and fault-
tolerance computer vendors like ICL, Tandem, and Stratus rushed to China in these 
two years. Di~cussions on this trend has been covered in . the company profile section 
as well. 
Network systems 
Network products are also likely to be opportunities to foreign vendors. As 
discussed in Chapter V's Product Trend section, network is the trend and demand in 
the China market. However, the technical skill of the domestic cannot produce such 
products, may be except some low-end products like LAN. For network set up for 
large projects, only state-of-the-art network products can meet the requirement. 
Open Client/Server systems 
With the Chinese government's stress on setting up nation-wide standards and 
meeting international standards, it is likely for China to go for the open systems 
direction. With such technology, enterprises are open to choose more vendors' 
products and such products can work together. Some suppliers of open systems 
technology are optimistic about this trend IS. 
Moreover, it also makes sense for China to go for . open systems. In the global 
market, the downsizing or right sizing flame is hot. Many companies have been using 
IS"Will Unix Take OfIin China in 19941", Hong Kong Computerworld, February 24, 1994, 
p.66-67. 
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proprietary systems on large computers to streamline the implementation onto 
medium-sized open systems(referring as server) and connecting them to user-friendly 
PCs (referring as client) to interface with users on a network (referring as 
Client/Server technology). These companies see advantages of such technology 
which can provide them with open choices, expandability for growth, and it is 
especially'suitable for distributed environment. However, they also feel the burden of 
the old systems. They need to convert the old systems into the new one and at the 
same time m~intain the old one as the conversion may last for years. However, in 
China, there is'ilo such problem or very little chance there is such problem. Many of 
the customers start their computerization from scratch, there is no baggage they have 
to bear. China is likely to follow the international trend, enjoy the benefits but 
without having burden. We believe it is a good chance for open system vendors to 
tackle brand new customers who have no previous installation of large computer 
systems. 
Software Market 
Potential in the software market in respect of software products and database 
are considered encouraging. 
Software products 
The government policy in software development is likely to make the software 
development industry boom. However, as China can only develop some commercial 
application software, but not sophisticated standard software like system software or 
development tools, it has to rely heavily on import in such software. The industry is 
regarded as being backward from system software to supporting software and have to 
rely on importsi6. 
16Ministry of Machine-building and Electronics Industry Year Book 1992, Electronic 
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Also, for all the big projects involving systems or network, they will involve 
software. Tremendous software revenue will be from this big projects. According to 
Journal of Commerce, the software sales is expected to be up to RMB 10-15 billion 
per year within 3 yearsI7. There is a big market for foreign software products. 
Database 
Database technology is a better way to store large volume of data for 
processing and retrieval. From the section of Competitor Profile in Chapter V, we 
see that world-class database vendors, like Sybase and Informix, entered the market 
just in the last two years, which are years after the first database vendor, Oracle. 
Definitely, these vendors see opportunities in China market in the 90's and make such 
move. 
Judging from the potentials of the market, there are demand for more 
sophisticated large volume data storage and retrieval. Some nation-wide data banks 
like the Three Gold projects, required commercially reliable database to support the 
application. There is almost no domestic supply in such arena, this is a pure foreign 
vendor market. 
Services Market 
The service market in China is not very well developed nowadays. There are 
also market niches in the areas of training and consultancy as well as information 
servIce. 
Industry Published, 1992, Section I, p. 20. 
I7"China Computer Demand Soars - Drop in Tariffs expected soon", Journal of Commerce 
via Firstl by INDIVIDUAL, Inc., February 6, 1994, index 3. 
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Training and consultancy 
With the computer technology advance, products are getting more 
complicated and projects are getting bigger, hence more training is required to bring 
up the technology level of customers who need to use the technology. However, the 
learning curve may be very steep. It may take months before the trained people 
become productive. There is a need for users to draw and learn from experienced 
consultants to bring up the technical level and lead the users to pass the steep learning 
curve. The experience of consultants can reduce mistakes and point -to the right 
direction18. Since little people in China have sophisticated project experience or 
exposure to technology integration, there is much room in consultancy services. 
Information service 
Information service is another key service that shows potential. Information 
service is to collect specific area of information like financial and banking information, 
education information or transportation information, and utilize computer systems to 
store it into data banks. Information services are provided to users who need the 
information to carry out their activities. By end of 1992, China had more than 40,000 
information and consultant enterprises and RMB8.2 billion in registered capital. 
Basically these services have been dominated by official and semi-official institutions, 
but the media and non-government information services companies are emerging to 
provide un-official information servic.es19. 
18Li Chi Xin, "My point of view on China software industrialization", China Computer 
World, September 23, 1992. 
19WU Hwa, "Infant with a Promising Future - China's Information and Consultant 
Business", Economic Report, No~ 1, 1994, p. 6-8. 
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Market Niche - Potential Market Segmentation 
We also identify the market niche from another angle in terms of the types of 
users. The potential market segmentation for foreign vendors include project focus, 
traditional enterprises, home-use computer market and export oriented market. 
Projects Focus 
The demand for computer products and servIces are closely linked with 
government policies on selected industries. From our interviews findings, those 
worked in large foreign vendors always emphasize the important of getting involved 
in government large scale projects. This is particularly important for companies that 
sold large scale systems. They suggested that "projects focus" was one of the 
strategies for most foreign computer vendors, which meant that the company should 
be aware and actively seeking for opportunities to join of public projects that had 
computer denland. 
To ease the bottleneck phenomenon, the ,C,hinese government have given high 
priority in developing the country's infrastructure support: One of the large scale 
projects was the "Three Gold Projects" which has been introduced in Chapter IV. 
Since domestic supply of equipments and technology is unlikely to meet the high 
standard, China , must rely on foreign companies' support and investment. Market 
demand is then created. 
This market segment is a very big potential market. In particular, such 
national wide projects usually involve cross linkage among users in the ministries 
level, especially in terms of data sharing. Also some installations that are currently 
used in the ministries are already very out-dated and need upgrading. If foreign 
vendors can successfully appr~ach the ministries and make their products' become the 
standard adopted by users in the ministries, such demand will easily be expanded . to 
the provincial level users, who are likely to follow recommendations of the ministries 
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level as well as to achieve compatibility. Although capturing this market segment . 
demands more efforts and patience, tremendous and long term potentials are better 
guaranteed. 
Demand from Traditional Enterprises · 
As discussed before, the Chinese government intends to reform traditional 
enterprises by applying advanced technology as strategies for improving its 
productivity and management. The demand for computers and computer systems of 
the traditional enterprises is another potential market for foreign investors. However, 
traditional enterprises do not have much exposure to new technologies, and may have 
favor on domestic computer vendors. It will not be an easy market to tackle. 
However, given sufficient efforts to educate the _ market to accept foreign new 
technology that are not available in the domestic market and with better supporting. 
services available, this will be a large market. However, it is not as ready as the 
project focus strategy, targeting at this market need more time and will face more 
domestic and foreign competition. 
Home-Used PC Market 
As discussed in the Consumer Profile section in Chapter V, the market is 
expecting a rising demand for home-used computer. 
Price is the dominant factor f-or home-PC market. However, a clone 386 PC 
in China is only about RMB3,500 in early 1994 which is at similar price to a television 
or refrigerator20. In 1992, the home-PC market size is about 20,000 units which 
accounts for 10% of the PC· market. Although China lags far behind world standards 
in terms of computer application and installation base, the fact that computers are 
20"China's Home PC Market Set to Boom", Hong Kong Computerworld, January 13, 1994, 
p.34. 
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beginning to appear in home indicates a new stage in the development of China's 
computer industry, and reflects the economic growth of the country21. 
With continuous economic growth, rising salary, especially in the urban cities 
and coastal cites, and . more computer applications available, ·· growth in 
home/individual computer market is very likely. With the average annual income per 
family being roughly RMB5,OOO, a home-PC becomes affordable by a family. The 
potential market size is large. < China has 300 cities, and 3,000 counties and 
townships, to_taling 70 million households22. With all the favorite conditions, home-
PC is going to"be the trend in the 90s. 
Market Potential of Export Oriented Computer Vendors 
The fourth market segment is for those export-oriented computer vendors. 
The devaluation ofRMB will lead to a boom to export industries, which is also one of 
the national strategy of improving the China ~conomy. Hence computer vendors who 
focus on exporting their products by taking the advantages of the low labor cost in 
China and taking possible benefits from the devaluation of the RMB may be 
profitable. Following China's strategy of strengthening the exports, these export-
oriented companies can also benefit from various preferential treatments by the 
Chinese government. 
p.34. 
21 "Home PC Use on the Rise in China", Hong Kong Computerworld, May 6, 1993, p. 38. 
22"China's Home PC Market Set to Boom", Hong Kong Computerworld, January 13, 1994, < 
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In this chapter, we will discuss the threats that foreign computer vendors are 
facing in China. 
Competition 
One of the major threats that foreign vendors are likely to face is competition -
from both domestic and overseas competitors. 
Domestic competition 
As discussed in Chapter V's Competitor Profile section, domestic competitors 
do not have strong competitive power in the overall computer market, but are strong 
in certain market segments like low~end hardware and application software. We have 
igentified four main threats that domestic competitors will exert on foreign vendors. 
Firstly, foreign vendors can hardly compete on providing large distribution 
network as domestic vendors. Secondly, foreign vendors are slow to access to first 
hand government direction, or latest market opportunities of the nation. Local vendors 
have definite .arlvantage in accessing better market information. Thirdly, local vendors 
are providing more localized products to meet market needs. Foreign vendors may be 
hard to compete ,with local products that already tailored for the local market when 
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they first come to the China market. ' However, there may not be many these kind of 
'products that have competitive capabilities in terms of functions and quality as 
compared with foreign products. Fourthly, in terms of cost structure, foreign vendors 
are definitely on the disadvantage side. Products, services or market segments that 
compete purely on price will not favor foreign vendors. 
Overseas Competition 
Referring to what we have discussed in Chapter V's Competitor Profile section, 
competition among foreign vendors is more fierce. Foreign vendors have similar 
background and characteristics, and , have certain competitive power before entering 
the China market. F or various products, services or market segments, the degree of 
competition may vary, however, a normal foreign vendor in the' China computer 
market are likely to experience competition from other foreign vendors in the aspects 
of brand name, product, service, promotion, distribution and timing of entering the 
market. 
Brand Name 
Vendors with ' good international brand name have advantage in the China 
market, but early corners do have some advantage in brand name built-up. Oracle and 
AST are successful example. 
Product 
In Chapter V's Consumer Profile section, we learn that consumers decision 
process is based on the functions and quality of products, not purely based on brand 
name though it may help. And for functions, Chinese consumers need localized 
products, foreign vendors have to spend the effort to produce the best product for the 
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market. For . products with little' product differentiation like pes, competition will be 
more fierce. 
Service 
Service is a key differentiate among foreign vendors. Most vendors try to train 
up a good local team to provide . good services to the customers, and keep the 
competitors out. 
Promotion 
Promotion is the way to promote both the company's image and its products. 
Foreign vendors need to increase market awareness of both. Vendors who can do a 
better job in promotion may have higher win chance in competition. 
Distribution 
China is a geographically distributed country, potential customers can be 
scattered all around. Better distribution network help to spread the products to a 
bigger population. 
First corner 
There are still a lot of products in the international market that has not yet been 
i9troduced into the China market. Foreign vendor who is the first corner to the market 
have a short period of monopoly in the market, and can build up the brand name and 
market share before any competitor comes in. 
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Uncertainty 
The following comments were made by respondents in John Frankenstein's 
survey: 
"One veteran consultant responded : 'I wouldn't say there is anything that 
s~rprises me. I've been here long enough to know anything can happen. ,, 1 
In the past, the investment environment in China always gives foreign investors 
a feeling of uncertainty and difficult ' to predict. We will now discuss some 
uncertainties that will threaten foreign computer vendors. 
Political Instability 
Even though the Chinese government has paid much effort committing to "the 
.' 
reform program since it was announced in the late 70s. . Political instability is still a 
hinder threat to all investors in China. The succession problem of Deng Xiaoping or 
the compatibility of the market mechanism with the socialism philosophy, are some 
critical issues that the Chinese government needs to handle in the near future. If these 
problems are not handled smoothly nor received support from major trade partners, the 
stability of the economy will be threatened. 
Instability also arises as the western countries, in particular the US government, 
always use economic threats or trade punishment to urge the Chinese government's 
effort in improving the human rights in the country, in particular the concern on the 
MFN status and the re-entering~f GATT. However, the Chinese government always 
considers human rights as an internal affair, and should be independent to economic 
and trade relationships. Both the MFN and the GATT status have great impact on the 
1 John F(ankenstein, "The Chinese Foreign Trade Environment", Organization and 
Management in China 1979 - 1990, edited by Oded Sherikar, M.E. Sharpe, 1991, p. 144. 
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economic growth of China. Failure to gain the status will make many foreign investors 
lose their confidence to invest. 
New Taxation System 
Starting from January 1, 1994, China adopts a new taxation system. According 
to the Minist~r of the Finance, Mr. Liu Zhongli, the tax reform has created some risks 
for the goverrifuent in attaining a budget balance2; In the transition period, owing to 
the need to divide the tax system of the central government and the provincial 
government, . some problems are required to handle. 
F or some companies, price is increased to protect their after tax profit. This 
may eventually lead to inflation problem. In fact, the overall effect of the new tax 
system in terms of incorporating the value added tax is still an unknown. 
Foreign Exchange Risk 
There are three fundamental causes leading to the devaluation of RMB. Firstly 
to meet the requirement of re-entering to GATT, the import regulatory tax will be 
abolished and the import tariff will be lowered. It will stimulate imports and the 
demand for foreign currency to pay for the imports3. In the first four months of 1993, 
China experienGed its first trade deficit in four years, totalling some US$ 1.7 billion. 
Secondly there is an increase in currency in circulation. At end March 1992, there 
were · over 450 billion RMB in circulation. If the public expect RMB will further 
2Ming Pa~, 2 February 1994, Hong Kong. 
3yang Xin "Devaluation of RMB and . the Hidden Danger of Inflation", Economic Report, 
No. 6, 1993, p. 39. 
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devalue, the saving level will further drop and people will buy foreign currency for 
protection. Moreover, to meet the requirement of GATT, the Chinese government has 
already taken the step to unify the foreign exchange rate, and the previous swap center 
rate has been adopted as the target rate 4. 
Being a reversing force to the benefits bought by lowering import tax, the 
devaluation of RMB makes the imported raw materials more costly. As most 
computer vendors need a lot of import materials and equipment from abroad, the cost 
will be increased, which in turn decreases the investment incentive in China. 
" - I ' 
Finding Good Partner 
As from Chapter VIS Company Profile section, it emphasizes the importance of 
finding local partners in China. They serve as the interface to the government and to 
customers; provide market information; _ and provide sales, distribution and 
maintenance services in many occasions. The partners l role is very important. 
However, without experience in the China market, it is hard for foreign vendors to 
know who are good partners, who are not. Understanding the reputation and 
creditability are essential to set up partnership. Selecting a wrong partner not only 
waste the time, effort and money, but more important is thatthe image of the foreign 
vendor will be ruined. 
4Phoehus Lim, "A free Fall for Renminbi 1", CTC VIl93, p. 9. 
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Increasing Cost and Decreasing Profit 
The worry of high inflations due to the overheated economy still existed. The 
uncertainty brings by the inyreasing .wage, property values and other costs will also 
imply some unanticipated costs for foreign computer vendors. With demanding 
consumers and keen competition further reduce the profit the foreign computer 
vendors. 
Increasing Cost for Human Resources 
. Price inflation always leads to an expectation for higher wage. The result of a 
small scale study by asking 20 joint ventures and representative offices showed that the 
labor costs are rising faster than inflation. Most companies reported 10-20% increase 
in labor cost in 1992. They e~timated the labor cost would go up to 20-30% in 19935. 
Increasing Other' Operating Costs 
In addition to labour cost, owing to inflation as well as increasing number of 
foreign companies coming to China, · other operating costs such as accommodation and 
hotels are also increasing. Moreover, in calculating operating cost; one should be 
careful and take into account all the hidden costs that are not specified clearly in the 
contracts. F or instance, in renting an office in some occasions if the office is used for 
specific purpose, there may be additional charges which are not stated in the contract. 
5"Wageflation", Business China, The Economic Intelligence Unit, March 22, 1993, p. l. 
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Training Cpst 
As China has just open the industry to market economy for a few years, not 
many professionals of the ·industry has exposed to the market. Some problems do exist 
in the human resources supply quality. In general, the overall technical level of local 
labour is ~ot high. The combination of skill level is also not balanced. F or instance, . 
high level and middle level professionals' ratio is low, while the ratio of low technical 
level is high. Moreover, the Chinese people do not have enough market knowledge to 
-
make the prod,ucts commercialized. Another critical problem is the lack of good 
practice in production and development process which implies a lack of quality output. 
From our interviews with foreign vendors and government officials, they 
admitted that there was no problem in the supply of human resource, or finding quality 
professionals, but it was hard to find those with good market knowledge as well. 
Hence high training cost will be incurred for training staff on the new foreign 
technology and marketing knowledge. As from our interviews, it is rather common to 
send Chinese staff to overseas training. 
Education and Promotion Cost 
The China computer market is yet much behind the global market after open to 
foreign investors for over 10 years. When foreign vendors introduce new technology 
into the. market, tremendous effort is necessary to convey . the message to the Chinese 
~omputer community. A lot of educational and promotional activities like seminars, 
workshop and advertisement have to be done. Together with the poor communication 
channels in China, extra marketing and educational efforts are expected to promote the 
same product in China than in other developed countries. Moreover, after the 
technology is successfully sold to the customer, · extra-effort in providing training and 
consulting service . is important to ensure correct use of the technology and have 
successful implementation. Otherwise, the creditability of the vendor or product will 
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be damaged. These are some extra costs that have to be paid in the China computer 
market. 
Competition Reducing Profit 
As discussed eaflier in this chapter, one of the major threats in the China 
computer market is competition. ' More -competition is expected when more foreign 
vendors explo~~ the China market, and the domestic suppliers provide better products 
and services. Competition will invade the profit of foreign vendors especially when 
there is head-on competition. The PC market is a very good example. Other market 
segments are likely to face the same threat sooner or later. 
- Demanding Consumers 
As discussed in the ' Chapter V's section consumer profile, most of the potentials 
are from big consumers like the ministries or big projects like the "Three Gold". There 
are very powerful consumers with big bargaining power on computer vendors. And for 
such big consumers or projects, normally, all big vendors are competing for it. 
Consumers normally squeeze the vendors for the lowest price, and the best products 
and services. Foreign vendors targeting such consumers or projects are likely to 




As admitted by the government officials, the infrastructure of China is not able 
to meet the requireme~t generated from the rapid growth of the economy. For 
example, as at end 1992, there were a total of 9205.7 thousands telephones subscribers 
but a residen<?e population of 849.99 million in the urban areas. Therefore, on average, 
there was 1 telephone subscriber per 92 urban residents6 . The situation is better in 
Beijing, and some important cities, but is still insufficient. 
Poor Foundation and Lack of Supporting Industry 
The Ministry of Electronics Industry admitted that the industry foundation was 
weak. Those PCs manufacturing in China relied on integrated circuits and peripherals 
imported 7. On the other hand, computer related industries do not work in the same 
pace. Without integrated circuit manufacturing, computer development foundation is 
lost; without communication development, computer network cannot be established; 
without information service industry,it is impossible to utilize information resources8. 
6China Statistical Year Book; 1993, State Statistical Bureau of the People's Republic .of 
China, p. 506. 
7Ministry, of Machine-building and Electronics Industry Year Book 1992, Electronic Industry 
Published, '1992, Section I, p. 20. 
8Lu Cheng Xin, "Discussion of Our Country's Computer Application and Market 




The grey market in China accounts for 30% of the official computer market9 . 
Computers are sold through illicit means in order to avoid import restrictions. This 
market targets small users and should not have great impact on foreign suppliers who 
target large corporations and government users. However, Compaq has publicly 
announced it -~ould fight against unauthorized sales of its computers as grey market 
would damage the company's quality and service imagelO . Other than this illegal 
market, there is a much bigger legal but unattended market. 
From our interview with the Vice General Manger ofBeijing Legend Computer 
Group, the 1992 PC market should be 400,000 units instead of the official market 
figure 200,000. The official market only counts PCs with brand names, while the other 
50% of sales goes to clone pes without brand names. 
. As for software, piracy is serious, especially for small users. Many foreign 
software companies like Microsoft are unwilling to enter the China market until the 
protection of intellectual property has been in place in 1991 11 . 
As China removes its import restrictions in response to the 301 market access 
agreement; bids for GATT membership and enforces ~he intellectual property 
protection, the 'grey market may lose some of its appeal except the clone PCs which 
target for the cheap, low-end market: 
9Saiman Hui and Hilary B. McKoWll, "China Computes", The China Business Review, 
September-October 1993, p. 14-20. 
10 . , . 
"Compaq Moves to Halt Unauthorized Sales", Hong Kong Computerworld, August 19, 
1993,p.8. . 
11 "Microsoft Details Strategy for China - IDC's China Informatics Finds That Product 
Localization, Educating Market Top List of Priorities", Hong Kong Computerworld, February 11, 
1993, p. 26-27. 
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Poor in Law Enforcement . 
Although the China's accessio'n to the Berne Convention for the Protecti~n of 
Literary and Artistic works has set .up a framework of protection, the Business 
Software Alliance, an organization established in 1988 aiming at removing barriers for 
free trade of business software12, pointed out that enforcement of the law was 
insufficient. In Beijing, a new Intellectual Property Court, which is a . part of the 
Beijing Higher People's Court has been set up, but it is observed ' that enforcement 
outside the Beijing area appears minimum. 
The setting up of legal system is only a starting point, how to enforce the 
regulation and create the culture of legal-mind, are also very important for an attractive 
investment environment. 
Corruption 
Even the Chinese government does not Qeny the widespread of corruption in 
the countries. It is found that corruptions mainly among Party and government 
institutions and public employees. The corruption issues worry many foreign 
investors. Recently, the Chinese government has made some anti-corruption cases and 
promoted a "clean" government. The first step will be to eliminate all kinds of 
superficial corruption, but permanent cure will take longer time to find out and 
eliminate the root and soil of corruption 13. 
12"Computer Still Lagging on Enforcement", Hong Kong Computerworld, October 28, 1993. 
pI. 
13"Anti-Corruption: Not Only Aim at Symptoms but More at Permanent Cure", Economic 
Reporter, No. 10, 1993, p. 4-5. ' 
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Culture Difference 
Chinese Decision making Process 
The Chinese partners desire to have foreign investment to assist their growth 
and development. They enjoy importing the technology, but may not be the ways of 
doing things. They still want the business to be conducted as much as possible in the 
Chinese terins and to China's substantialbenefits14. The idea is somewhat different 
from western-philosophy offair and equality. 
Organization Culture 
Foreign investors must learn how to tackle the Chinese culture before they can 
successfully import their global company cultures into China. Moreover, the use of 
tactics to handle Chinese businessmen in negotiating contracts is also worthwhile to 
note. 
14Margaret M. Pearson, "The Erosion of Controls Over Foreign Capital in China, 1979 .. 
1988", Modern Chin~, vol. 17, No. 1 January 1991, p. 112. 
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CHAPTERvm 
CONCLUSION AND RECOMMENDATION 
This paper has provided comprehensive analysis on the current investment 
environment and market characteristics of the China computer market, and provided 
some insights to foreign vendors on some potential opportunities and threats that they 
may experience when investing in the computer market in the 90s. In this final section, 
the project team concludes the assessment to the China computer market, and some 
issues that foreign investors need to pay attention to when investing in this market. 
An Optimistic Future 
The project team after completing the paper believes that the China computer 
market has a lot of potentials and ··opportunities despite the existence of a list of 
threats. As shown in Table 6B, the annual growth rate of the computer market in 
China before the mid 90s is getting close to 20% and this rate is expected to be faster 
than the GNP growth of China which is 13.4% in 1993. This is a much attractive 
market that many markets in the world as the average growth rate of the global market 
is only a single digit in 1993 as shown in Table 1. 
F or those threats that investors may face, they are not specifically serious in the 
China market. The risk level has to be assessed by individual investor, but the project 
. . 
team believes with political stability and continue economic reform, the threats will 
not be critical burdens to stop investors from investing in the China computer market 
. given enough patience. 
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F or investors who are ' in~erested in the China computer market, they should 
base on this paper's findings, and conduct further detailed studies. And depending upon 
results of detailed study, investors' own strengths and weaknesses, investors may' find 
potential market segments , to tackle and formulate their own investment strategies: 
While formulating their long-term objectives or strategies, the project team would like 
to highlight some final remarks that scientific research or study may not provide, but 
foreign investors need to watch out and pay attention to. 
People Relationship 
The importance of people relationship is well-known in doing business in 
China, every body knows the term "GuanXi". The term has been used too much and 
became a bad name means corruption. This is a misunderstanding about China, just 
having good people relationship will not make investors successful. They should really 
do their own job, and people relationship is as an asset in some occasions. 
In the computer market, there are some key parties that foreign vendors should 
build good relationships. They are government officials of the computer industry, local 
partners and customers. 
In China, market information availability and reliability is relatively low as 
compared with most developed countries. Government officials are ' key persons who 
can provide important market information as they 'are people who set the policies, and 
recently most of the users in the market are actually government departments or 
subsidiaries. To build up personal relationship, foreign vendors need to share their 
information with the government officials. This is one of the ways of gathering 
information to formulate the industrial policy. 
However, with the di~erencein culture, this process may not be an easy one 
for foreign vendors. Moreover, they may not know who are the right officials to , talk 
to. Here comes the importance of local partners. Local partners are mostly adhered to 
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the government in some form like state-owned pr affiliated. The partners know the 
right officials who in turn know who these partners are. Utilising local partners to 
bridge the foreign vendors and the government officials is ,an easy way to get through. 
This demonstrates the importance of maintaining good relationship with local partners. 
The other major reason for maintaining good relationship with them is, of course, 
establishing a good working relationship to establish the business. ' 
Customer relationship maintenance can be applied to the global market, not just 
China. However, it is specifically important in China. China is still a very people 
oriented country, people trust people, decision is not just based on facts. A customer's 
good comments can generate business. It may be better than a lot of scientific proof 
for assessing why a particular vendor is better than the other in some occasions. 
Good people relationship is a necessary but not sufficient factor to be 
successful in China. 
Investment Preparation 
China computer industry is transiting from guided economy to market-oriented 
economy. Many well-established mechanisms that can be found in developed markets 
may not be present in China, or they may be present on paper, not in reality. It still 
takes time for the transition to have everything in place. 
At the establishment process, investors need to be patient, allocate more time 
and fund in the negotiation process . . Some companies take over a year to get approval 
on a joint venture. Also signing of contract in China . is just the beginning of another 
negotiation process. The contract concept in China is different from that in the western 
countries. At all time, do not assume. Everything must be stated clearly on contract to 
protect oneself and follow up regularly to ensure the same understanding are shared by 
both parties. 
Another investment preparation is the Chinese experience. It is advisable for 
foreign vendors to have business experience in some other Asia countries which are 
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more advanced than China, before going to the China market in a big way. There will 
be culture shock. Asia experience helps vendors to understand the Chinese way of 
doing business as there are large percentage of Chinese population in this part of the 
world, but they are less C~nese than those Chinese in China. Investing in Asian 
countries, especially Hong Kong, is a step stone to China. 
Moreover, when, considering open the first office in China, it is always better to 
choose Beijing. This ties in the importance of people relationship. All national policy 
makers and ministry offices are in Beijing. There are people who can make policies 
" 
,and decisions and can influence provincial decisions. Staying close to these people is of 
great essence especially for a new corner. 
Organisational Management 
, Long-term ()bjective 
China is a developing market, and is still learning by itself A lot of external 
factors like political change, economic reform, inflation and so on are affecting the 
market. Investors in the market are likely to experience short-term ups and downs. 
Hence, investors hoping for short~term and tremendous returns from the China 
computer market should re-think if such objectives are achievable. According to our 
interviews with foreign vendors, most of them cOmrilented that doing business in China 
is not easy, there are a lot more hidden costs than expected. At the establishment stage, 
"Yhen the vendor does not have recognition, business is tough. Targeting the China 
computer market must be for long-run, otherwise, there is only slim chance of success. 
People Management 
I 
With the difference in culture between the foreign vendors and the Chinese, and 
, the importance of people relationship, foreign investors need to bring up internal staff 
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to bridge the gap. Overseas C4inese, Hong Kong Chinese, or local Chinese with 
overseas experience are good candidates to be the bridge. They know both world well. 
Good internal management is · of same importance as 'external people 
relationship management. The people oriented culture has to be aware within the 
organisation. If it is well-managed, a cohesive organisation can be formed. Such 
organisation is especially essential at the establishment stage, while in longer-term, it 
reduces staff turn-over rate which has been a serious problem for many existing foreign 
vendors. Good staff with both technical and business skill in China are rare. Many such 
,people seek for 'higher pay and jump among foreign vendors. 
It is also important to keep close contact with the parent offices to obtain the 
latest global market and internal information; while let them aware the needs of the 
China market and develop products meeting such needs. 
Image Maintenance 
Company image or product image is of great essence in the Chinese trust 
system. Such image include both the international image and that in China. Vendors 
should try their best to maintain a good image as a trustful and honest solution 
provider. Bad words of a company or product can be easily spread in a people-oriented 
culture. And as mentioned in the People Relationship section above, users' 
recommendations can be important to the success ' and failure of a deal. Reputation is 
an asset in doing business in China. 
Moreover, China is a political sensitive nation. Many times the bilateral 
relationship can affect business in China. Foreign vendors may need to do some 
lobbying with their own governments to maintain a good , relationship with China. This 
is the country's image maintenance, not just the company or product. 
One way to establish good social image is by doing social good. Some vendors 
jointly provide education sessions or even setting up training centres in universities. 
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This is to raise the standards of the local community. Others may sponsor some 
~ssential activities like the Asia Games to establish a good citizenship image. Such 
image is important as it shows that the foreign vendors are not just making profit from 
China, but also contributing to its success. 
Business Practice 
Trust 
Unlike western countries In which every thing works according to legal 
contracts, Chinese trust people and what they promised. Many important decisions or 
partnership agreement may come upon in some informal social activities and start with 
an oral commitment. And because of the trust system, rejecting an oral commitment 
may seriously jeopardise the relationship. Future business will be affected. 
And for commitments, they must be fulfilled. Personal relationship will not help 
to solve the problem if commitment cannot be met. Computer vendors need to provide 
honest recommendations and solutions to the Chinese customers. Just relying on social 
activities or personal relationships will not be good enough though important. 
Face 
Chinese people like to feel themselves important. Vendors need to give "face" 
to customers. Therefore it is common to give good discounts to customers with "face". 
) 
This is to meet their psychological needs. Some customers even expect free service. 
This may be some extra cost that need to be counted into the price. 
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Incentive 
During the negotiation process of any business transaction, other than giving 
face to the customers' companies, more important is giving incentive to the 
representatives of the customers some personal incentives. Overseas training is one of 
the most popular incentive In the China computer industry. There may be some 
unexpected social cost. . 
Beware of Chinese Culture 
Chinese culture include a lot of things, but when setting long-term objective to 
do business in China, foreign investors must beware of the Chinese culture. Sometimes 
when a Chinese says "Yes" may mean "No". It depends on the tone and expression. 
Culture is something that need to ,be learned through experience, but must be well-
taken care of Western organisation culture may not fit in the Chinese culture. Some 
"localisation" has to be done. 
There is an old saying in China - "TinShi DiLi RenHe", which means success 
depends on whether the time, the place and the people can match. Time - 90s is a right 
time, Place - China is the right place, People - foreign investors with foresight and 
capabilities are the right people. We hope this paper can assist investors with visions in 
the China computer market, succeed in their business and contribute to improve the 
China computer industry. 
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APPENDIX I 
QUESTION AREAS FOR IN-DEPTH INTERVIEWS 
I. Computer vendors currently operated in China Question Areas: 
A. Your view on the development of computer market in China in respect to the 
following aspects : 
. 1. The demand and needs of computer products/services in the China 
market 
2. Selection criteria and buying process for computer products/services 
3. Success factors for a foreign investors in the computer industry In 
China 
4. Major problems and risk for investing in China's computer markets 
5. Future · development of the China computer industry 
B. The marketing strategy of your company: · 
1. Company profile 
2. Target market and their needs 
3. Strategies in the product, pnclng, promotion and sales force, and 
distribution 
4. Competitive advantages among competitors 
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II. Government/Government related institutions 
A. Government policy 
1. Investment incentives for attracting foreign investment . In computer 
industry 
2. . Policy for future d,evelopment 
B. As a user 
1. Demand and need for computer product! services 
2. Selection criteria ~nd buying process 
3. Future demand 
Ill. . Users 
1. Demand and need for computer product/ services 
2. Selection criteria and buying process 





Date Organization Position of Type and Year of 
Respondent Operation 
Dec. 20, 1993 Tandem System Engineer Representative Office 
(1993) 
Dec. 21, 1993 Stratus Marketing Specialist Representative Office 
(1990) 
Dec. 23, 1993 Sybase Chifla Ltd Technical Director, Representative Office 
Technical (1992) 
Department 
Dec. 23, 1993 China Hewlett- Market Joint Venture (1979) 
Packard Development 
manager 
Dec. 24, 1993 IDMChina Deputy Chief Representative Office 
Company Limited Representative (1985) & Foreign 
register company 
(1992) 
Dec. 22, 1993 Oracle" Systems Sales Director _Representative Office 
China Limited (1989) 
Dec. 21, 1993 Silicon Graphics Technical Support Representative Office 
C<;>mputer System _ Manager (1987) 
Dec. 27, 1993 Sun Microsystems System Engineering Representative Office 
of California Manager (1986) 
Dec. 20, 1993 Microsoft Product Marketing Representative Office 
Corporation Manager (1993) 




Date Organization Position of Resp~ndent 
Dec. 23, 1993 Beijing Legend Computer Group Vice General manager 
Co. 
Dec. 22, 1993 Beijing Central Alliance R&D Manager,Sales Department 
Corporation 
Dec. 23, 1993 National Engineering ~esearch Vice-Director 
Center for Industrial Control 
Devices & System 
~ ., " Beijing Control Industrial 
Computer Corporation 
Dec. 21, 1993 China Electronics Corporation General Engineer 
Computer Business 
Del!artment 
Government Organization , 
Date Organization Position of Respondent 
Dec. 20, 1993 Beijing Office of Electronics Senior Engineer 
Leading Group 
The Electronic Industry 
. Administration ofBeijing 
Municipality 
Director, China Computer Society 
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Users 
Date Organization Position of Respondent 
Dec. 19, 1993 Member of Distributed System Professor 
Committee, China Computer 
Association 
Member of Teaching Guidance 
Committee of Railway College & 
Universities 
- Member of Academic Committee of 
~ .., " Computer Science & Northern .Tiaotong 
University 
Dec. 24, 1993 Bank of China Head Office Deputy Manager, 
EDP Department 
Dec. 19, 1993 Beijing Woollen Fabrics & Blankets Engineer 
Mills 
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